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@ STREAMLINE PAPER WORK 
e CUT DOWN ON ERRORS AND OMISSIONS 
e CUT COSTS AND INCREASE EFFICIENCY 


Office automation is no fearsome “bogie”... 
but a beneficial, easy-to-manage aid to modern 
business. A key to automation is Private Wire 

Teletype which provides the interconnecting 
link between all standard business automation 

machines using common language tape. 
Your CP-CN communication specialist will be 
glad to explain the many advantages of 

PW Teletype and its application to your office 

automation programme. Just call your 
nearest Telegraph office. 


CP-CN Telecommunications serve all Canada 
. and are linked with Western Union 
for Canada-U.S.A. PW Service. 
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SEE THE NEW THRIFT- 
LINE, TOO! Smart, low-cost 
adding machines by Burroughs. 
Hand-operated. Finished in 
attractive Amber Gray. 


PS 


Whatever your figuring need, there’s a 
Burroughs Adding Machine with the 
right features, the right capacity and 
the right price for you. For Burroughs 
has the most complete line of adding 
machines in the business—a line fea- 
turing the compact Ten-Key and the 
full-keyboard Director. For your dem- 
onstration without obligation call our 
local branch or dealer today. Burroughs 
Adding Machine of Canada, Limited. 
Factory at Windsor, Ontario. 
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Burroughs 


BURROUGHS 
ADDING 
MACHINES 


Burroughs—TM. 





McLEop, You NG, WEIR & COMPANY 


Members of The Investment Dealers’ Association of Canada 


DEALERS IN 
GOVERNMENT, MUNICIPAL AND 
CORPORATION SECURITIES 


Direct private wires to Montreal, Ottawa, Hamilton 
Kitchener, London, Windsor, Winnipeg, Edmonton, Calgary, 
Vancouver, and The First Boston Corporation, New York. 


Stock orders executed on all Exchanges 


50 King Street West 276 St. James St. West 


Toronto Montreal 
EMpire 4-0161 Victor 5-4261 
Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 


Canada’s Fut Bank 


WORKING WITH CANADIANS SINCE 1817 
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The B of M was first to appoint 
a Canadian banking agent in the 
United States, for the develop- 
ment of trade across the border. 
That was in 1818, in New York. 
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N. S. VALLANCE, C.A. and 
W. P. WALLACE, C.A. (page 17) 

In “Techniques of Inventory Ob- 
servation”, Norman S. Vallance and 
William P. Wallace present their rea- 
sons why inventory observation has 
become of such value in setting a 
sound inventory policy and describe 
the auditor's program in supervising 
the stocktaking. By observing, the 
authors point out, the auditor is not 
only aware of the physical condition 
of the stock but is in a better position 
also to form an opinion on the in- 
ventory figures included in the finan- 
cial statement. 


Mr. Vallance is a partner in the 
firm of Peat, Marwick, Mitchell & Co., 
Vancouver, and a member of the In- 
stitutes of Chartered Accountants of 
Saskatchewan and British Columbia. 
Mr. Wallace is with the same firm 
and, after graduating in Commerce 
from the University of British Colum- 
bia, was admitted to the Institute of 
Chartered Accountants of British 
Columbia in 1954. 


R. B. CROZIER (page 22) 


The day is long past when modern 
industrial society could afford to ig- 
nore the major currents of business 
ebb and flow. The need has develop- 
ed for an objective, factual report on 
the position of our national economy 
and, since the fall of 1953, gross na- 
tional product data have been pub- 
lished in Canada on a quarterly as 
well as on an annual basis. Even so, 


changes occur swiftly in today’s 


economy, and a two or three-month 
time lag in the release of information 


can be misleading. In writing about 
some of the principal techniques em- 
ployed in providing the business com- 
munity with a “set of tools” for ap- 
praising the cost of economic events, 
R. B. Crozier, author of “Key Mea- 
surement of the Canadian Economy”, 
draws upon his experience over the 
past ten years since he joined the Re- 
search and Development Division of 
the Dominion Bureau of Statistics 
when it was in the early stages of 
setting up national accounts for Can- 
ada. 

At present, Mr. Crozier is chief of 
the National Income Section and has 
headed this department for the past 
three and one-half years. From 1940 
to 1942, he worked on military es- 
timates and finance in the Depart- 
ment of National Defence and, after 
serving overseas, he returned to the 
department in 1945 and was attached 
to the office of the Deputy Minister 
of National Defence. He graduated 
in Commerce from Queen's Uni- 
versity in 1940. 


C. C. MacKECHNIE, C.A. (page 42) 


For a number of years now, off and 
on, the accounting profession has 
been trying to define its responsibili- 
ties as management advisers. At the 
7th International Congress of Ac- 
countants held last year in Amster- 
dam, this subject was discussed by 
eminent accountants from England, 
the United States, France, Holland 
and Finland, and in “Business Or- 
ganization and the Public Account- 
ant”, Charles C. MacKechnie sum- 
marizes their papers and suggests that 
the time has come for the progressive 
accountant to re-appraise his services 
and functions in the area of business 
organization. 

The author qualified as a chartered 
accountant in Scotland in 1930 and, 
after spending some years in the pro- 
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ONLY ONE PROCESS ONLY ONE PAPER 


gives clean, complete, permanent gives best results in machines using 
copies this process 


A number of methods for transferring the image are used in photo-copying. Most 
effective is the diffusion or “peel-off’ process, in which the negative is peeled off 
the copy, leaving a crisp, clean and permanent duplicate, not affected by light or 
heat, on which everything is picked up from the original. 

This process produces single copies just as cheaply as those giving less satisfactory 
results. 

Gevacopy paper gives you the sharpest possible copies — jet black on pure white. 

It is also available in a selection of colours, and in various weights, (including 

translucent film and card stock). 


Gevacopy paper is a product of 


———\ GEVAERT (Canada) LTD. 





Have a demonstration and 
see the difference! 


aaa ee 6 eee 
\ ~) more information and Gevaert (Canada) Ltd., i 
| adie ak Ghana | 345 Adelaide St. W. | 
\: a <n To a rc | TORONTO, Ontario. 
: the silveategges of the | Please send complete information. 
diffusion process . . . | NAME oh Ua, Bret hie 
| ADDRESS ......... 
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PAY LESS 
INCOME TAX 


while you build 
greater financial 
security through 
The 
MAF 


“PERSONAL 





RETIREMENT 


PLAN’’ 


MAF — Mutual Accumulating Fund 
- is Canada’s first and largest Com- 
pound Cumulative Mutual Fund 
investing in a select list of Canadian 
“growth” companies. 


MAIL THIS ADVERTISEMENT with your name and 
address to the nearest Investment Dealer listed 
below. He will send you full particulars on ‘the 
“Personal Retirement Plan” and. how investments 
therein may be made in lump sums or under the 
convenient Estate Plan with scheduled payments 
as low as $12.50 per month. 


F. J. BRENNAN & COMPANY (N.S.) LTD. 


481 Barrington St. - - Halifax 
F. J. BRENNAN & COMPANY LTD. 

85 Prince William - Saint John 
STANBURY & COMPANY LIMITED 

92 Prince William - Saint John 
180 Hollis St. - - Halifax 
McCUAIG BROS. & CO. LTD. 

276 St. James St. si Montreal 
46 Elgin St. - - - Ottawa 
R. A. DALY & COMPANY LTD. 

2237 Yonge St. - - Toronto 
44 King St. W. Toronto 
38 Peter St. S. Orillia 
137 Lochiel St. Sarnia 


OSLER, HAMMOND & NANTON LTD. 


Main & Pertage Winnipeg 
1727 -Scarth St. - Regina 
302 C.P.R. Bidg. Saskatoon 
512 8th Av2. W. - Calgary 
525 Seymour St. Vancouver 


[ THE WESTERN CITY COMPANY LTD. 
* 544 Howe St. 


Vancouver 


Continued from page 4 


fession in England and the United 
States, came to Canada in 1987. The 
same year he was admitted to the In- 
stitute of Chartered Accountants of 
Ontario and joined Price Waterhouse 
& Co., Toronto. He has been a part- 
ner of the firm since 1948. 


H. R. BALLS (page 33) 

That government administration 
should be so carried out as to main- 
tain comprehensive records of past 
and current operations and to make 
available informed projections of 
prospective trends is the thesis of 
“Financial Management in Govern- 
ment” by Herbert R. Balls, director 
of the Financial Administration and 
Accounting Policy Division of the 
Federal Department of Finance. He 
examines the basic principles which 
underly the system of financial ad- 
ministration under Canadian law and 
practice and then proceeds to outline 
the functions of government account- 
ing and control of public moneys. He 
shows how cash forecasting is being 
used increasingly both on a long and 
short-term basis and, in critical peri- 
ods, on a day-to-day basis. After deal- 
ing with these items, the author goes 
on to detail other areas of financial 
control required for the efficient op- 
eration of government. 


Mr. Balls is also a director of the 
Northern Ontario Pipeline Crown 
Corporation and a frequent contrib- 
utor to various management and pro- 
fessional journals. Readers may re- 
member his previous CCA article 
“Key Steps in Preparing the Federal 
Budget” (December 1956). 


WILLIAM C. STUART (page 29) 


Are you among the many people 
who instinctively refer to traffic lights 
as “stop lights” although they in- 
dicate “go” as often as “stop”? There 


Continued on page 8 
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Who’s in there 
with 
Charlie? 


— DO CD met my 


The Marchant Man—called in to demonstrate 


how quickly and accurately Marchant calculators can turn out Charlie’s figurework 


\o oe ht 


Marchants are especially well suited to Charlie’s needs. 

They speed volume figurework by delivering answers faster, 
with complete assurance of accuracy, and with remarkable ease 
of operation. These are the unique benefits of Marchant’s exclu- 
sive proportional-gear mechanism, which operates smoothly 
throughout the calculating cycle. No continual jarring start and 
stop; utmost dependability, longer life. 

The extraordinary efficiency and dependability of Marchant 
calculators will enable Charlie’s department to keep on top of 
even the roughest figurework loads. 


TAKE A TIP FROM CHARLIE—MAIL THIS COUPON TODAY 


MARCHANT CALcuLaroRs. tro 


MARCHANT CALCULATORS, LTD. 


| 26 DUNCAN ST., TORONTO 2-B ONT. 
(1 You may have the Marchant Man arrange to demon- 


strate a Marchant calculator on our own figurework. 
Absolutely no obligation on our part. 
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Fully © Please send me free descriptive literature on Mar- 
Automatic I chant calculators. A-t 
Marchant | , 
Figuremaster | NAME 

| PLEASE ATTACH, COUPON TO YOUR COMPANY LETTERHEAD 


Modern Management Counts on Marchant 








FOR OVER 30 YEARS 


FIRE-FILES 


Have never failed to 
protect records in any 
fire! 


ON-THE-JOB 
24-HOUR 


FIRE PROTECTION 
FOR VITAL 
RECORDS 


46 MODELS — for 


or storage need. 


See SPECIAL FIRE-FILE DISPLAYS 


Toronto—6-14 Wellington St. W. 
Hamilton - “The Centre” 
Literature on request. 
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OFFICE SUPPLIES - PRINTING - BUSINESS FURNITURE 


TORONTO HAMILTON 


INVENTORY CERTIFICATES 
LIABILITY CERTIFICATES 


Blank, per 50 of either... $1.00 
Blank, per 100 of either . $2.00 


~ 


Available in English or French 
in blank only 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 











Continued from page 6 


is an analogy in the title of William 
C. Stuart’s article “Interest Rates are 
Away Down!”. As Mr. Stuart wrote 
the Editor in connection with the 
background for the article: “The up- 
ward trend of interest rates in recent 
periods impinges strongest on our 
minds, yet today’s rates are really 
down if compared with those of some 
past years.” To substantiate this, the 
author has delved into history and 
come up with some interesting and 
startling examples of a _borrower’s 
position through the ages. 

William Stuart is supervisor for On- 
tario of the Industrial Development 
Bank, with headquarters in Toronto. 
He joined the bank in 1946, having 
held various positions with the Can- 
adian Bank of Commerce over a 19- 
year period. He is a Fellow of the 
Canadian Bankers Association. Well 
known in the field of journalism, his 
articles have appeared from time to 
time in various national publications. 


H. E. CROSBY, C.A. (page 47) 

“Small and medium size building 
contractors”, writes Harold E. Crosby, 
“frequently regard accounting depart- 
ments as an expense from which little 
benefit can be derived and hence at- 
tempt to keep this expense to a 
minimum.” He goes on to show how 
proper costing and accounting meth- 
ods can mean the difference between 
a profit or a loss on a contract and 
in “Accounting for Construction Con- 
tracts”, the author outlines a system 
which can correct many of the dif- 
ficulties which cause business losses 
and result in poor management. 

Mr. Crosby is a partner in the firm 
of Johnson, Smith & Co., Halifax, and 
president of the Institute of Char- 
tered Accountants of Nova Scotia. He 
obtained his certificate in chartered 
accountancy in 1948. 
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POSTRITE SYSTEMS LIMITED 
announces a NEW complete 
Pegboard Accounting System 


for your small office clients 


New plastic pegboard $19.00 


Postrite has developed low cost stand- 
ard stock forms for payroll, payables 
and receivables that will save posting 
time for your client and will put his 
records in neat orderly condition for 
the audit! 


Help your small office clients by 
recommending Postrite's low cost sim- 


ple accounting systems. 


For brochures, samples, or demonstrations, call 


POSTRITE SYSTEMS LIMITED 


44 Zorra Ave., Toronto. 


CL. 1-5247 


Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 


Public Utility 


Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domimuon Securrmes Green. LimiteD 
Established 1901 . 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 
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C.1.C.A. Examination Results 


With the addition of this year’s suc- 
cessful candidates in the final exam- 
inations, the Canadian Institute of 
Chartered Accountants will have ap- 
proximately 8,000 members. Out of 
the 886 students writing their final 
papers, 462 passed and another 166 
received supplemental standing. Of 
952 intermediate candidates, 554 
passed. 

The Governor-General’s gold med- 
al, which will be presented along 


NorMaNn P. LEBLANC 
Gold Medal 


with a cash award at the 1958 
C.I.C.A. annual conference (in Mont- 
real next September), was won by 
Norman Paul LeBlanc of that city. 
Mr. LeBlanc was born in Montreal, 
educated at Mount Royal High 
School and graduated in 1952. He 
has been with McDonald, Currie & 
Co. for the past five years, during 
which time he won the Quebec In- 
stitute silver medal and the Student 
Society’s auditing prize for his inter- 
mediate examination marks. 

John H. Alpaugh, 31, of Hamilton, 
Ont., is this year’s silver medallist for 
second place in the final examina- 
tions. After a short time with the 
Canadian Army in 1945, he attended 
the University of Toronto for three 


years. He has been a student with 
McDonald, Currie & Co. in Hamilton 
since February 1952 and won the On- 
tario Institute second prize in the 


Joun H. ALPaucH 
Silver Medal 


1955 intermediate examinations. In 
addition to the Canadian Institute 
prize he wins the Ontario Institute 
gold medal and the C. A. Patterson 
prize for highest marks among On- 
tario candidates in the 1957 final 
examinations. 

Top marks at the intermediate 
level, and the C.I.C.A. silver medal 
for this achievement, were awarded 
to J. Bernard Baum, 21, now with 


J. Bernarp BauM 
Silver Medal 


Perlmutter, Orenstein, Giddens, New- 
man & Co. in Toronto. Graduating 
with 9 firsts from Harbord Collegiate 
in 1954, he won the Ontario Institute 
first prize for highest marks in the 


1955 primary examinations. Mr. 
Baum also receives the Ontario Insti- 
tute silver medal and the Fred Page 


Continued on page 12 








No Typing! 


No Transcription 
Errors! 


No Proofreading 
and Staff Checking! 


No Messy 
Carbons! 


No Extra Help 
Needed During 
Tax Season! 


Now you can greatly reduce your tax season workload 
and clerical costs by using Copyflex copying machines 
to eliminate typing and proofreading bottlenecks. 
Here’s how the remarkable Copyflex method works: 

You start with translucent tax return and schedule 
forms, identical with standard forms but printed on 
one side only. Fill in these forms as usual with pen, 
pencil, or typewriter. Then make any number of sharp 
copies in seconds—at a cost for materials of approx- 
imately a penny for each 81/2 x 11” size. There’s no 
chance for transcription errors, no need for costly 
checking and retyping—if the work is right, the 
copies must be correct! 

Anyone can operate a Copyflex machine... no 
special operator is needed. And, in the average 
accounting firm, a Copyflex machine pays for itself in 
one tax season. Moreover, Copyflex can be used the 
year around for audit reports, monthly financial 
statements, and for many other reports. 


(BRUNING) 
Copytfex 


Copies anything typed, written, 
printed, or drawn on ordinary 
translucent paper—in seconds 
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Higgins prize for highest marks 
among Ontario students in the 1957 
intermediate examinations. 

The Higgins prize was recently 
established by Fred Page Higgins & 
Co. to commemorate the memory of 
Mr. Higgins. This is the first time it 
has been awarded. 


Financial Post Awards 

The Financial Post recently made 
its 1957 awards for the best annual 
reports produced during the year. 
Winners are: 

Manufacturing — Metals and metal 
products: Ford Motor Co. of Canada; 
Aluminium Ltd.; Steel Co. of Canada. 

Primary manufacturing — All other 
products: Abitibi Power and Paper 
Co.; Imperial Oil; Canadian Oil Com- 
panies. 

Secondary manufacturing — All 
other products: Moore Corp.; Hiram 
Walker-Gooderham and Worts; Hard- 
ing Carpets. 

Retailing and distribution: Do- 
minion Stores; Southam Co.; Loblaw 
Groceterias. 

Mining and oil production: Inter- 
national Nickel Co. of Canada; Fal- 
conbridge Nickel Mines; Consoli- 
dated Mining and Smelting. 

Utilities: British Columbia Power 
Corp.; Shawinigan Water and Power; 
Union Gas Co. of Canada. 

Finance: Industrial Acceptance 
Corp.; Toronto-Dominion Bank; In- 
vestors Mutual of Canada. 


Annual Conference Committee 

J. R. M. Wilson of Toronto, chair- 
man of the C.I.C.A. Annual Confer- 
ence Committee, has announced the 
following appointments to the com- 
mittee: G. I. Craig and Aurelien Noel, 
both of Montreal, as joint-chairmen; 
R. G. Buckingham, W. H. Flynn and 


Lucien D. Viau of Montreal; G. F. 
Davis and R. D. Mackenzie of Tor- 
onto; and M. S. Sutherland of Hamil- 
ton. The committee’s first meeting 
took place on December 10 in Mont- 
real. 


Permanent Mailing List 


The attention of practitioners and 
firms is called to the note in Institute 
Notes concerning the permanent mail- 
ing list currently being established by 
the Canadian Institute. For further 
information see page 80. 


Integration Accomplished 

At a special meeting of its mem- 
bers on November 1, the Society of 
Incorporated Accountants voted to 
dissolve itself voluntarily and so took 
the last step on its path toward in- 
tegration with the three Institutes of 
Chartered Accountants of the United 
Kingdom and Ireland. Most of its 
members will now affiliate with one 
of the latter bodies. 


Scots in Canada 

Bearing out the truism that Scot- 
land’s finest export is her people, the 
recently published Directory of the 
Institute of Chartered Accountants of 
Scotland shows that of a total mem- 
bership of 6,117, more than 1,000 are 
abroad with 227 of them in Canada. 
According to The Accountants Maga- 
zine, the journal of the Scottish Insti- 
tute, new members are emigrating to 
Canada at the rate of 15% per annum. 


In the News 

Georce S. Currie of Montreal has 
been elected president of Bowater 
Corp. of North America, succeeding 
Sir Eric Vansittart Bowater. 

Georce AITKEN of Winnipeg head- 
ed a Canadian delegation to the 19th 
International Red Cross Conference 
in New Delhi, India. 
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Join the Canadian Tax Foundation 


As accountants, you can afford to overlook some subjects but 
taxation is one you ignore at your own risk. 


Membership in the Canadian Tax Foundation, which is sponsored 
by the Canadian Institute of Chartered Accountants jointly with the 
Canadian Bar Association, brings you the results of up to date re- 
search in many fields of Canadian taxation. 


Publications such as Canadian Tax Journal, Tax Memo, Taxes 
Abroad, Report of the Annual Tax Conference and other studies 
and reports keep you informed on fundamental developments both 
here and abroad. 


Membership fee is $15 a year, but a special rate of $5 a year is 
offered to members of the accounting and legal professions during 
their first three years after qualifying, and also to students and 
teachers. 


AT el ss” steers ge 


Canadian Tax Foundation, 
154 University Avenue, 
Toronto 1, Ontario. 


(] Please enrol me as a member for the next 12 months. 


[] Cheque for $15 is enclosed 
(] Cheque for $5 is enclosed 
[] Invoice me 


() Please send me further information on membership in 
the Canadian Tax Foundation. 


OPO ene ee Ee OREREEOE EES O ee Es eS eS ERESODOSSESSSSESESEESES ESSE ES OUEEON ONES Seeeneseenenoneeeeeeeseseseeeesere® 


13 





Before and After... 


Before you invest, investigate . . . is just good common sense. 
And yet, year after year it is amazing how many people .. ; 
good sensible people too . . . fail to do just that. 


Buying securities on tips, on rumours, without examina- 
tion, or buying on the advice of uninformed people, very 
often causes many an investment headache. Better Business 
Bureaus are kept busy, Securities Commission officials look 
into innumerable complaints, and securities are purchased 
which sometimes turn out to be... “not what I thought.” 

Before you invest, investigation is good common sense. 
After you invest, investigation is also good common sense. 
“See your dentist twice a year” is not propaganda .. . it is 
preventive dentistry. Most people think it good business to 
check trouble before it starts or, at least, before it becomes 
serious. 


‘To have your investment adviser check your securities at 
regular intervals makes sense too. Conditions change, in- 
dustries change, markets change. To “‘put them away and 
forget them” is not good . . . it’s not good for teeth, and 
it’s not good for securities. 


Our organization is equipped to help you investigate 
before you invest and .. . after you invest, to help you by 
regularly checking your securities to see that your funds 
are working to best advantage and to see that they are 
doing for you what you want done. Any of our offices or 
representatives will help you... Jrop in or write, whichever 
is more convenient. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONOON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 



















TWELVE YEARS GROWTH OF THE TAX FOUNDATION 


Last NovEMBER’S annual conference of the Canadian Tax Foundation 
when a record 570 accountants, lawyers, economists, businessmen and 
government officials met in Toronto to discuss taxation problems 
serves to remind us of the excellent work being done by that truly 
unique organization under the capable and knowledgeable leadership 
of the director, J. Harvey Perry. In the eleven years of its existence 
the Foundation has grown from modest beginnings at an ever increas- 
ing pace to the position it now holds — one of great respect and even 
of envy in the field of fiscal research. The growth of its annual budget 
from $6,000 in 1946, to $73,000 in 1951 and to $122,000 in 1956, 
impressive though it may be, still fails to express the progress which 
has been made from a standing start. 

It also brings to mind the responsibility which the accounting 
profession has for continuing support. 

The Foundation was conceived and inspired by the late M. L. 
Gordon, K.C. who proposed it as a vehicle to combine the work 
of the legal and accounting professions in their efforts to improve 
Canada’s tax structure and Canadians’ knowledge of it. In this en- 
deavour the Foundation has exceeded its expectations. The co- 
operative character of the original concept was reflected in the con- 
stitution of the Foundation, and in this way, those two professions 
became known as the “sponsoring” professions. 

In the world of radio and television, the word “sponsor” is an 
euphemism for the man who pays the bill. True, the sponsoring 
professions have provided the personnel for the Board of Governors 
and the Executive and many individuals have given generously of 
their time and effort in these and other capacities. They have not 
however carried more than a modest share of the financial load and, 
in point of fact, they were never expected to. What they have done, 
in varying degrees of intensity and enthusiasm, is to convince the 
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business community that it should be the main source of the neces- 
sary funds in the form of “corporate” subscriptions. This is certainly 
worthwhile sponsorship and it should be continued and intensified, 
for the two professions have a real responsibility here. Over the 


years, corporate subscribers have been brought in by individual mem-. 


bers of the professions and many more will be brought in if we con- 
tinue our sponsorship whenever the opportunity can be found. 

Out of over 4,000 members of the Canadian Institute of 
Chartered Accountants in professional practice, about 550 names 
appear as members of the Foundation and the question arises as to 
whether we have adequately performed our sponsorship with that 
proportion of practising members. The membership fee for in- 
dividuals is $15 per annum and, apart from less tangible benefits, 
a member is entitled to receive all the regular publications of the 
Foundation free of charge and its sponsored books at a special rate. 
Quite apart from the latter, the regular publications include reading 
and reference material which alone is worth more than the member- 
ship fee to accounting practitioners. These comprise the bi-monthly 
Canadian Tax Journal, Canadian Tax Papers (studies issued at ir- 
regular intervals), Tax Memos (short reports on matters of topical 
interest), Taxes Abroad, the report of the Annual Tax Conference, the 
annual compilation — The National Finances — and special statis- 
tical and economic studies such as Canadian Fiscal Facts, Taxes and 
Traffic, Forestry Tenures and Taxes in Canada, and Financial 
Implications of Health Insurance. 

The best evidence of the high quality and the practical character 
of the Foundation’s special studies and other publications is the 
frequency with which they have resulted in improvements in Can- 
adian tax legislation. With no axe to grind, the word of the Founda- 
tion is accepted as impartial and independent, and in a field as con- 
tentious as taxation this is a rare thing. Few countries can boast of 
any organization that even approaches it. In neither the United 
Kingdom nor the United States have the two professions been able 
to combine their efforts in an activity of this kind. Perhaps not the 
least of the Foundation’s accomplishments therefore has been to weld 
a strong bond between Canadian lawyers and accountants. 

This is an organization which deserves the support of every 
accountant in Canada. 
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Techniques of Inventory Observation 


N.S. VALLANCE and W. P. WALLACE 


FoR SOME TIME now the attendance 
of the auditor at stock-taking in the 
United States has been a generally 
accepted auditing procedure. More- 
over, when the auditor does not at- 
tend, reference to the omission must 
be made in the certificate he appends 
to financial statements under exam- 
ination. This procedure has been in 
effect for nearly 18 years, having been 
adopted by the American Institute of 
Certified Public Accountants in 1939 
shortly after the publicity given to 
the MacKesson and Robbins trial 
where the auditor was charged with 
not having applied adequate pro- 
cedures in his verification of the in- 
ventory. 


The auditor in the United States is 
also required to indicate in his cer- 
tificate the failure to observe in- 
ventories of subsidiary companies, 
when such is the case. As a result, 
the American Institute’s requirement 
soon had its effect in Canada for, 
where an American company had 
Canadian subsidiaries, the auditor of 
these was requested to attend stock- 
taking so that reference to the omis- 
sion would not be necessary. Prior to 
1939 attendance at stock-taking in 
Canada had only occasionally taken 
place in connection with normal audit 
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work, usually at the request of the 
client. However, since that time the 
practice has become much more fre- 
quent, and as the auditor of com- 
panies with American affiliation has 
become acquainted with the merits 
of observation he has been prompted 
to apply the technique to the exam- 
ination of the affairs of his Canadian 
clients. 

In recent years the trend towards 
inventory observation has become so 
definite that there is now every in- 
dication that it is only a matter of 
time before it will become gen- 
erally accepted Canadian practice, ex- 
cept possibly where the inventory is 
relatively unimportant in relation to 
total assets. 


Reasons for Inventory Observation 
Before outlining the details in- 
volved in the observation of an in- 
ventory-taking, consideration’ should 
be given as to why such a procedure 
should be adopted by the auditor as 
part of his audit routine. Before the 
auditor can form an opinion as to 
whether the financial statements pre- 
sent fairly the position of a company 
he must verify to his satisfaction the 
individual items contained in the 
statements. With regard to assets he 
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must ascertain, among other things, 
that they actually exist and, provided 
they do, that they are appropriately 
recorded in the books. What better 
method is there to establish the exist- 
ence and accuracy of the inventory 
than for the auditor to actually be 
present when it is taken? 

It can be readily understood that 
inventory procedures can be most 
effectively checked by observance, 
and while alternate methods might 
in some cases be more convenient to 
the auditor, they cannot be relied 
upon to the same extent. In addition, 
other information the auditor can 
gain most effectively from attending 
the physical stock-taking includes the 
opportunity to assess the extent of 
damaged stocks, the verification of 
the inventory cut-offs and the treat- 
ment of consigned goods. Finally, all 
this type of information can be ob- 
tained from observing, with perhaps 
less effort than would be required 
otherwise. 

The adoption of the observing pro- 
cedure does not mean that the aud- 
itor is expected to “take stock”, nor is 
it his responsibility to supervise the 
stocktaking. His real responsibility 
is the verification of quantities, which 
he can achieve by a review of the in- 
ventory procedures together with his 
test checks of the quantities. 


Organization the Keynote 

The keynote to a successful in- 
ventory is organization. Attendance 
by the auditor will be almost point- 
less unless the methods employed in 
stock-taking are completely satisfac- 
tory in all respects. Aware of the im- 
portance of organization, the auditor's 
first and probably most important 
phase of the assignment takes place 
sometime well in advance of the 
inventory date when he determines 
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the client's course of action in or- 
ganizing the inventorying procedure. 

Usually it will be found that the 
organizing is the function of the per- 
son responsible for the physical con- 
trol of the inventories together with 
the chief accountant, and the two will 
draft the procedures to be followed 
during the stock-taking. A map or 
sketch of the plant and yard indicat- 
ing the location of inventories by 
departments will prove valuable, as 
the information shown will assist in 
determining the numbers of staff re- 
quired, control of inventory tally 
sheets or tags, the time of commence- 
ment and expected time of comple- 
tion. From all such information, com- 
plete written instructions will be pre- 
pared for issuance to those who will 
take stock. 

If the auditor can attend these 
preliminary organization meetings it 
will be fouad that his presence is ad- 
vantageous both to the client and 
himself. The auditor’s experience 
should enable him to contribute 
worthwhile suggestions regarding the 
proposed procedures while at the 
same time he will have the opportun- 
ity to broaden his knowledge of his 
client’s affairs and, in particular, of 
the inventory itself. 


Auditor’s Program 

By the time the client has prepared 
his instructions the auditor is in a po- 
sition to arrange a program of his 
own. The information he gathers 
from meeting with his clients in ad- 
vance will enabie him to decide the 
number of staff required as well as 
their training aud ability. Forehand 
knowledge of the location and de- 
scription of the more valuable items 
in the inventory will enable him to 
allocate staff to these sections, and by 
so doing a much larger dollar value 
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portion of the inventory can be ob- 
served. 

Shortly before the inventory date 
the audit staff will be briefed on the 
technical nature of the client’s in- 
ventory, its location, production 
methods and inventory procedures, 
and will be assigned to their respec- 
tive sections. It is important that all 
members of the audit staff be sup- 
plied with copies of the client’s writ- 
ten instructions, for they should have 
all the information available to en- 
able them to make the observation 
intelligently, quickly and efficiently. 
It is to be remembered that the aud- 
itor’s staff do not compile a complete 
record of the goods in inventory or 
supervise the count, for both phases 
are the function of management. 


Verifying the Count 

Having determined the role to be 
played by the auditor during stock- 
taking, how is this carried out? It is 
quite likely that the count will com- 
mence early in the day. If this is so 
the audit staff should arrive at their 
designated areas in the morning, but 
it is not essential that they be present 
at the actual commencement. Im- 
mediately on arrival, however, they 
should determine by observation and 
questioning that the persons counting 
have received proper instructions, un- 
derstand what is expected of them 
and are meticulously carrying out 
their duties. This phase of the ob- 
serving routine requires the observer 
to exercise sound judgment, and be 
able to form an opinion quickly. Ac- 
cordingly, the audit crew should not 
consist only of junior staff members. 

To determine that the count itself 
is being made accurately the auditor 
will recount a representative sample 
of the items in inventory and will 
agree his count with that recorded by 


the client’s staff on the tally sheet or 
bin tags. Where the sample to be 
counted includes packaged goods, the 
auditor will generally insist on in- 
specting the contents of a few but he 
should beware of indiscriminately 
opening sealed packages as the client 
has often gone to _ considerable 
trouble to have these attractively 
wrapped. 

On occasion when the auditor is 
not familiar with the items selected 
for counting or where they are such 
that he could not be expected to 
count them unassisted (bulk items re- 
quiring survey, inventory of liquids in 
tanks, etc.) he should obtain assist- 
ance from a responsible employee 
familiar with such items. 


Checking Controls 

Having determined that proper 
procedures are being followed and 
having made his test counts, the aud- 
itor will investigate the controls over 
receiving, shipping and consigned 
goods. When the count has been 
completed he, together with the per- 
son in charge of the inventory-taking, 
should see that proper control was 
kept over the tally sheets or bin tags, 
and determine that all have been re- 
turned and accounted for. Finally, 
the auditor will consider the overall 
effectiveness of the count and should 
it not be to his satisfaction he will 
make an immediate report to the 
client. 

The original count sheets are 
priced, extended, totalled and ar- 
ranged into final form by the client. 
When presented to the auditor they 
are compared with the test counts 
made during attendance at the stock- 
taking, thereby verifying the overall 
accuracy of these documents. In case 
of differences resulting from changes 
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made on the original count sheet 
there should appear an explanation 
beside the item noting the difference 
between the original amount as 
checked by the auditor when he 
made his test count and the new 
amount. When alterations are minor 
and have been approved by the per- 
son in charge of the section the aud- 
itor may not find it necessary to in- 
quire further. In the case of larger 
adjustments he should obtain explan- 
ations from others and perhaps re- 
quest to inspect the items. Where 
satisfactory explanations are not ob- 
tained and when the differences are 
substantial, he will then discuss with 
his client the possibility of having 
that inventory item recounted in his 
presence and reconciled for receipts 
and shipments from the date of the 
original count. 


Sales and Receipts Cut-off 

The cut-off of sales and receipts 
and the accuracy with which they 
have been recorded in the accounts 
is a further verification the auditor 
will be required to make. To do so 
will include checking of receiving re- 
cords and invoices for several days 
both before and after the year end 
to see that all items received prior to 
the end of the period have been 
charged to the inventory account or 
to purchases. A review of the ship- 
ping records will determine that 
goods shipped have been removed 
from the inventory account or in- 
cluded in sales. These steps are par- 
ticularly important as one invoice en- 
tered incorrectly could result in a 
substantial inventory error. 

Provided the client has a perpetual 
record of the items in inventory the 
counting and agreeing with the re- 
cords may be done at any time dur- 
ing the fiscal period and necessary 


adjustments made then. In these cir- 
cumstances the auditor will make his 
observation at those times when 
company employees are taking stock. 


Perpetual Inventory 


The accuracy and reliability of the 
perpetual inventory will be deter- 
mined by a review of the internal 
control pertaining to it, and by suf- 
ficient testing, including test-posting 
of receiving reports and suppliers’ in- 
voices, production records, shipping 
records and sales invoices as well as 
a check of the extensions and foot- 
ings. The auditor will also take a 
trial balance and agree this to the 
control account. The number of 
errors and amounts involved brought 
to light as a result of his checking 
will determine the reliance which can 
be placed on the inventory records as 
the auditor will confine his year-end 
work to extracting a trial balance of 
this ledger together with a general 
review of the transactions of the in- 
tervening period. Not infrequently 
this will be supplemented by a test 
count of the more valuable inventory 
items at the year end. 

Merchandise in public warehouses 
or other depots is usually confirmed 
by positive confirmation. Neverthe- 
less, if these inventories are substan- 
tial and the custodian is not of un- 
questionable repute or if there is 
doubt as to whether the warehouse is 
genuine, it will be necessary to make 
arrangements through the client to 
have the inventory counted and the 
auditor will observe in the usual 
manner. 

The critics of inventory observation 
contend that where the auditor lacks 
technical knowledge of a product or 
commodity he serves no useful pur- 
pose in observing. Criticism of this 
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nature stems from a misunderstand- 
ing of observation procedures for 
while the inventory usually consists 
of items that can be readily recog- 
nized by the auditor, should there be 
items of a technical nature he can 
gain su‘ficient knowledge from dis- 
cussions with the management to en- 
able him to serve usefully. The real 
responsibility lies with management 
to provide a carefully planned stock- 
taking and to supply technical per- 
sonnel to perform this task. The 
auditor may rely upon opinions and 
actions of these people, but, should 
any doubt exist in his mind as to the 
results they produce, he may obtain 
the assistance of outside independent 
experts to aid him in forming an 
opinion. 

Application of the foregoing tech- 
niques of inventory observation re- 
veals phases of the inventory-taking 


which would not have come to the 
auditor’s attention from checking the 
records. By observing he is aware of 
the physical existence of the stock 
and its condition, the treatment of 
consigned goods and to some extent 
the accuracy of the cut-off. In addi- 
tion he knows that the client’s in- 
ventory instructions were properly 
carried out and that the count may 
be relied upon to produce a satis- 
factory and complete inventory. 

By attending the physical stock- 
taking of a company whose inventory 
is a material portion of its total as- 
sets, the avditor is in a better posi- 
tion to form an opinion on the in- 
ventory figure included in the finan- 
cial statements and to do so with 
more assurance and possibly less de- 
tailed mechanical checking than had 
these techniques of inventory ob- 
servation not been applied. 


THE INDIVIDUAL AND THE ORGANIZATION 


When a person becomes a member of an organization, he gains and also 
loses some things. He gains certain rewards in terms of pay, status, security 
and work satisfaction. On the other hand, the organization imposes limita- 
tions on him. He must perform within the organization according to certain 
standards, carrying out assignments and doing them in a way that benefits 
the organization. 

E. Wight Bakke of Yale University states that the organization tends to 
press its pattern on the individual member and make him, in effect, its agent. 
On the other hand, the individual attempts to impress himself on the organ- 
ization and make it an agency for the realization of his goals and satisfactions. 
Bakke calls these two simultaneous operations the Fusion Process. 


Such a fusion is particularly apparent for the executive. He finds him- 
self both an agent and representative of the organization. He may even 
feel that he carries the label of the organization with him at all times. Since 
he may have considerable influence, his behaviour in satisfying his personal 
ambitions may also have a marked influence on the activities of the organ- 
ization. 

—Carroll L. Shartle, “Executive Performance and 
Leadership”, published by Prentice-Hall Inc., New 
York, 1956; p. 36 





Key Measurement of the 
Canadian Economy 


R. B. CROZIER 


“The method of modern economic investigation is the same 
as the method of all science. Economics studies facts and seeks 
to arrange the facts in such ways as make it possible to draw 
conclusions from them. As always, it is the arrangement which 
is the delicate operation. Facts, arranged in the right way, speak 
for themselves; unarranged, they are as dead as mutton. One of 
the main things we have to learn is how to arrange our facts 


properly.”* 

THE STUDY OF economics has moved 
nregressively out of the realm of spec- 
ulative philosophy into the testing 
arena of empirical research. Our 
ability to describe economic phenom- 
ena in statistical terms has taken a 
large step forward in the decade since 
the end of World War II. Develop- 
ments in the field of national account- 
ing have gone some way toward pro- 
viding the empirical counterpart of 
the market economy and a great deal 
of knowledge about the structure and 
behaviour of the economic system has 
been built up through the use of 
these new tools. 


Historically, the study of economic 
processes has been greatly handi- 
capped by the lack of adequate ob- 
servational data. The collection of 


1J. R. Hicks, A. G. Hart, J. W. Ford, 
“The Social Framework of the American 
Economy”, Oxford University Press, New 
York, 1955, p. 5. 
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statistics covering the economic activ- 
ity of an entire nation requires large- 
scale resources, and only in the past 
few decades, with the formation of 
the Dominion Bureau of Statistics in 
1918, has the necessary physical ap- 
paratus been in existence. The ex- 
perience of a great depression, the 
problems of the war and post-war 
period, and the general question of 
stability in modern industrial socie- 
ties, have brought economic problems 
under increasingly intensive investi- 
gation. In this atmosphere, econo- 
mists and statisticians have steadily 
improved their theoretical frame- 
work, and strengthened and system- 
atized the collection of quantitative 
data. 

One result of this activity has been 
an effort to create an instrument for 
recording the operations of the eco- 
nomic system in much the same way 
that financial statements are used to 
present the results of the operations 
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of an individual business enterprise. 
The national accounts should record 
economic processes in terms of the 
transactions taking place between 
different parts of the economy. Eco- 
nomic processes in this context are 
broadly defined to include the pro- 
duction of goods and services, and 
the related activities of consumption 
and capital formation. Transactions 
are defined as money flows which pass 
in exchange for goods and services. 
Parts of the economy are defined as 
groups of transactors whose economic 
behaviour and motivation are rela- 
tively similar, e.g. consumers, govern- 
ments and business enterprises. These 
definitions provide the principles of 
classification which underlie the col- 
lection and arrangement of data in 
the national accounts. 

The gross national product is the 
central concept in this framework. It 
is the starting point. The essential 
feature of this concept is that it pro- 
vides a measure of the market value 
of the nation’s total output of goods 
and services. This is accomplished 


through a statement summarizing all 
the incomes which have been gen- 
erated in the productive process — 
wages and salaries, profits, interest, 
rents, incomes of farmers, profession- 
als, and unincorporated enterprises. 
It traces the disposition of this 
production to the major spending sec- 
tors of the economy — consumer, gov- 
ernment, foreign and business sec- 
tors. The gross national product 
thus provides a comprehensive sta- 
tistical picture of the key economic 
processes of production, income gen- 
eration, sales to major markets, con- 
sumption and capital formation. This 
main summary statement can be 
elaborated into an articulated system 
of accounts, arranged to show the 
interrelationships between various 
sectors of the economy. 


The Nature of the Concept 

The basic notions underlying the 
construction of the gross national pro- 
duct and expenditure totals are quite 
simple, though the actual statistical 


GROSS NATIONAL PRODUCT, 1956 
(millions of dollars ) 


Wages, salaries and supplementary 
labour income .... . 14,284 
Military pay and allowances a 424 


Investment income . 4,782 
Accrued net income of farm opera- 
tors from farm production 1,608 
Net income of non-farm unincor- 
porated business .............. 1,951 


Net national income at factor cost 23,049 
Indirect taxes less subsidies 3,601 
Depreciation allowances and similar 
business costs .. ac 8,151 
Residual error of estimate 65 
Gross national product at market 
prices 








Personal expenditure on consumer 
goods and services . 

Gov’t expenditure on _— and 
services ... 

Gross domestic favennent: 
New residential construction .. 
New non-residential construction 
New machinery and equipment 
Change in inventories ..... ; 939 


18,556 


(Business inventories only) (742) 
Exports of goods and services 6,310 
Deduct: Imports of goods and 

MUM Sie a tien os —7,699 
Residual error of estimate — 66 
Gross national expenditure at 

market prices ....... 29,866 
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framework is complex. We begin by 
saying that we want to measure pro- 
duction of goods and services at mar- 
ket prices for a given accounting 
period. Most of this production goes 
through the market economy in ex- 
change for money, and about 90% of 
it originates in the business sector. 
Assuming that all business firms were 
to keep uniform revenue and expen- 
diture statements, it would, in theory, 
be a simple matter to arrange these 
accounts to derive each firm’s “pro- 
duction statement” — on the one 
hand as the sum of sales adjusted 
for inventory changes or, on the other 
hand, as the sum of all costs and 
profits allocable to this production. 


Each firm’s individual production 
statement would measure the total 
market value of goods and services 
turned out by the firm, but it would 
not necessarily measure the produc- 
tive contribution of the firm itself, 
since goods and services created by 
other firms will likely have been uti- 
lized in the process of production. 
Thus, if all individual production 
statements were added together for 
the whole economy, a_ substantial 
measure of double counting would 
arise. The “value added” in produc- 
tion by the firm itself can be obtained 
by deducting from the firm’s produc- 
tion statement the value of goods and 
services purchased from other firms. 
This total would represent the net 
contribution made by the firm to the 
value of production, and the sum of 
these “value added” statements for 
all productive units in the economy 
would provide a measure of the na- 
tion’s total output — the gross nation- 
al product. Such a statement would 
measure production in two ways — in 
terms of “costs” paid to factors of 
production on the one side and in 
terms of “sales” to final users on the 


other. This is essentially the nature 
of the G.N.P. statement. 


It bears emphasis that the statisti- 
cal techniques necessary to derive the 
gross national product statement are. 
in fact, vastly different from the very 
simple approach which has been de- 
scribed above. We do not have 
financial statements for the thousands 
of individual producing units in the 
economy from which such computa- 
tions might be made. Moreover, a 
part of production is carried on out- 
side the business sector, by persons 
and governments. Business firms and 
governments do not keep uniform ac- 
counting statements, and many in- 
dividuals do not keep financial state- 
ments at all. The estimates which 
therefore enter the gross national 
product statement have to be de- 
rived from a great variety of different 
sources. The process of integrating 
this heterogeneous material into the 
accounting framework is intricate and 
complex. The analogy between the 
statement of the individual firm and 
the gross national product frame- 
work simply illustrates a theoretical 
relationship between accounting and 
economic concepts. 


How then do we come to grips 
with the practical task of construct- 
ing this aggregate? The method is 
circuitous and indirect, and involves 
the painstaking building up of each 
major statistical component on an 
item-by-item basis. The approach is 
two-fold. On the one side, we add 
together all costs (including profits ) 
arising in the course of the nation’s 
production of goods and services. 
omitting the value of intermediate 
goods, that is, those which are used 
up in the production of other com- 
modities. This is accomplished simp- 
ly by adding to the so-called factor 
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costs arising in production — wages, 
profits, interest and net rents — the 
non-factor costs, namely, deprecia- 
tion allowances and indirect taxes less 
subsidies. Subsidies are deducted 
because they are considered negative 
indirect taxes. 


On the other side, an unduplicated 
measure of total output is obtained 
by adding together all final sales of 
this output, adjusted for changes in 
inventories. Only “final” sales are 
considered in this summation, since 
the inclusion of intermediate goods 
which have been sold and used up in 
the production of other commodities 
would result in duplication. These 
“final” sales consist of sales to persons, 
to governments, to non-residents (ex- 
ports), and to the business sector on 
capital account. Since such sales may 
include output of a previous account- 
ing period, and we are concerned 
with production in the current period 
only, a negative adjustment must be 
made for any net drawing down of 
inventory stocks during the period. 
Conversely, some part of production 
of the current period may remain 
unsold, in which case a positive ad- 
justment must be made for any net 
additions to holdings of inventories. 
Finally, because the grand total of all 
sales plus inventory change includes 
imports of goods and services, that is, 
the output of non-residents, we must 
deduct these in keeping with our ob- 
jective of measuring Canadian output 
only. 


Sources of the Data 


It would be unduly burdensome to 
give an account of the numerous 
sources underlying the gross national 
product calculations, but certain gen- 
eralizations can usefully be made. 
Broadly speaking, the main sources 
of data fall into two general classes— 


that which is based on questionnaires 
mailed out from the Dominion Bur- 
eau of Statistics to the business com- 
munity and that which is based 
on administrative records of various 
government departments or agencies. 
The first group, the questionnaire or 
survey group, includes the estimates 
of wages and salaries, farm income, 
personal expenditure on consumer 
goods and services, estimates of in- 
vestment in new housing, non-resi- 
dential construction, machinery and 
equipment, and inventories. For the 
most part, the surveys on which this 
group is founded are run on a regu- 
lar basis by the various operating Di- 
visions of the Dominion Bureau of 
Statistics and have been well estab- 
lished for many years. They include 
the decennial and quinquennial cen- 
suses; annual surveys of manufactur- 
ing, mining, fishing, and: operations 
in the woods; annual surveys of re- 
tail, wholesale and service establish- 
ments; annual surveys of inventories 
and shipments; annual surveys of ag- 
riculture; and the annual survey of 
realized and intended capital invest- 
ment. 

The second class of major sources, 
the administrative group, includes the 
estimates of indirect taxes, deprecia- 
tion allowances, corporation profits. 
government expenditure, military 
pay, and exports and imports. This 
class draws heavily upon such ma- 
terial as the public accounts of the 
various levels of government, the sta- 
tistical tabulations made by the De- 
partment of National Revenue in con- 
nection with its work of tax col- 
lection, and the records of import and 
export shipments prepared for ad- 
ministrative purposes by the Customs 
Division of the Department of Na- 
tional Revenue (the latter are pro- 
cessed statistically by D.B.S.). In- 
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formation is also obtained from the 
administrative records of the Depart- 
ment of Insurance, the Department 
of Finance, the Department of Na- 
tional Defence, Central Mortgage 
and Housing Corporation, and other 
agencies. 

These two main classes of sources 
are by no means exhaustive, but they 
provide an impression of the scope 
and diversity of the estimates. In 
terms of contribution to the value of 
the gross national product, the esti- 
mates based on survey techniques 
out-rank the estimates based on ad- 
ministrative records by about two to 
one. 

The publication of quarterly figures 
of the gross national product about 
three years ago brought into use a 
wide variety of additional source ma- 
terials required to prepare the esti- 
mates on a more current basis. The 
quarterly corporation profits survey is 
an important example of source ma- 
terial which had to be newly de- 
veloped or modified for purposes of 
producing G.N.P. data on a quarterly 
basis. 


Some Iliustrative Uses 


If we were to employ the tech- 
nique of the logician, we could say 
that the gross national product state- 
ment is capable of being used for 
comparative analysis in three ways: 
1) structural comparisons 2) com- 
parisons over time and 3) compari- 
sons over space. A structural com- 
parison might tell us, for example, 
that in 1956, 20% of the total supply 
of goods and services available from 
production and imports was used for 
additions to the stock of capital, 17% 
was exported abroad, and the re- 
mainder was consumed by persons 
and governments. A comparison over 
time might tell us that between 1926 


and 1956 the value of the nation’s 
output increased more than five-fold, 
but that if allowances are made for 
price rises, the increase in volume 
would be about three-fold. A com- 
parison over space might show that 
the real gross national product of the 
United States in 1956 rose by about 
2#%, compared with a much sharper 
advance of about 7% in Canada. 


But let us depart from purely form- 
al logic and examine the uses of gross 
national product data from an insti- 
tutional point of view. Because they 
summarize systematically vast masses 
of economic information in a way 
which provides a coherent picture of 
the economy, G.N.P. data have im- 
portant applications in the field of 
economic decision making. A major 
use is in the field of economic public 
policy, where they provide basic 
background information on the pre- 
vailing state of the economy. The 
presentation of the annual federal 
budget against the background of the 
national accounts provides an illustra- 
tion of their use in this general area. 


The data also provide the business 
community with a set of tools for ap- 
praising the course of economic 
events. Judgments and estimates of 
the future, explicit or implicit, are 
part and parcel of the processes of 
economic life. G.N.P. data can pro- 
vide significant background material 
for the businessman who must assess 
the economic outlook and adapt his 
policies to meet emerging trends. 


In the general field of education, 
the G.N.P. data provide a convenient 
framework in which economic ques- 
tions of public concern can be con- 
sidered in their quantitative aspects. 
The habit of looking at economic 
problems in quantitative terms and 
in relation to overall economic magni- 
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tudes is today much more widespread 
than even a decade ago. This de- 
velopment has been accompanied by 
an increasing use of the empirical 
framework of the accounts as an ex- 
pository device in the teaching of 
economics. 


Finally, one might comment briefly 
on the technical uses of G.N.P. data 
in encouraging uniformity and con- 
sistency in statistical collection. Be- 
cause the data are internally consist- 
ent within a comprehensive theoreti- 
cal framework covering the entire 
economy, plans for further extending 
the general body of economic statis- 
tics can be effectively appraised in 
terms of comparability with them. 


The ultimate test of the usefulness 
of any analytical tool is whether it 
works in practice: will it actually 
answer the questions it is designed to 
answer? On these grounds, G.N.P. 
statistics must clearly be accorded an 
affirmative reply. The significant fea- 
tures of the recent mild economic re- 
cession, and the subsequent sharp 
recovery and boom, were plainly out- 
lined in the G.N.P. data of the period, 
and it has been possible, using these 
data, to follow these developments 
with much greater exactitude and 
timeliness than would have been fea- 
sible even a few years ago. Here is 
an account of how the Bank of Can- 
ada saw developments in the year 
1956 in the light of the G.N.P. ag- 
gregates: 


“By the latter part of 1955 the 
Canadian economy had recovered 
completely from the mild recession 
of 1954 and was once again operat- 
ing at virtually full capacity. Dur- 
ing 1956 demand continued to 
grow rapidly and, after allowance 
for normal seasonal movements, 
employment and output rose con- 


tinuously. For the year as a whole, 
output in physical terms was about 
7% greater than in 1955...... 

“The main cause of the strain on 
the country’s physical resources 
was an unprecedented increase in 
business investment in plant and 
equipment. The total of such new 
fixed assets put in place was about 
25% larger in physical volume than 
in 1955 and there is every indica- 
tion that business investment 
would have increased even more 
if additional materials and man- 
power had been available. 

“The high rate of business in- 
vestment in fixed assets stimulated 
demand elsewhere in the economy. 
Personal incomes rose rapidly and 
demand for almost all consumer 
goods and services was strong. 
Consumer expenditures on durable 
goods rose by 10%, and on non-dur- 
able goods and on services by 7% 
each. Business inventories rose 
appreciably. Expenditures for 
housing construction continued at 
the very high rate achieved in the 
latter part of 1955 (although in the 
latter part of the year the rate of 
new housing starts was declining). 
Government expenditures on goods 
and services increased, particular- 
ly capital expenditures by provin- 
cial governments. 

“Even with the unusually large 
increase in employment the supply 
of goods and services produced in 
Canada fell far short of the de- 
mand, and the economy was oblig- 
ed to rely increasingly upon the 
use of foreign resources. Imports 
of goods and services rose by near- 
ly 20%, much more than the in- 
crease in exports, and our net use 
of goods and services from abroad 
increased by $700 million to $1,- 
400 million. The larger current 
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deficit in our international transac- 
tions was financed by a larger in- 
flow of foreign capital. During 
the year the net inflow of capital 
into Canada tended to increase 
even more rapidly than the import 
deficit and the exchange value of 
the Canadian dollar rose by about 
4. 

“The general level of prices in 
Canada rose continuously through 
1956. In the aggregate, the prices 
of all goods and services used by 
the economy were about 4% higher 
at the end of the year than at the 
of 1955.”2 
Such information is plainly rele- 

vant to policy decisions, whether 
taken by central banks, governments 
or businessmen in general. 


Timeliness a Problem 


Since the fall of 1953, G.N.P. data 
have been published in Canada on a 
quarterly as well as on an annual 
basis. The quarterly program calls 
for release of the data about 2% 
months after the close of each quar- 
ter. Broadly speaking, this allows 
about one month for submitting re- 
turns to the Bureau, one month for 
editing and tabulating, and two 
weeks for putting the basic data to- 
gether in the G.N.P. framework. The 
present position is a very marked im- 
provement over the situation as it 
existed a little more than three years 
ago, when the data were being pub- 
lished solely on an annual basis, and 
information covering the overall per- 
formance of the Canadian economy 
was available only at intervals of 12 
months. 


2 Annual Report of the Bank of Canada, 
1956, pp. 37-38. 


Nevertheless, further improvements 
in timeliness are in order. Changes 
occur swiftly in today’s economy and 
a two to three month lag between 
the event and our knowledge of the 
event is substantial. The statistician 
is faced with a continuing dilemma 
in this respect, for timeliness and ac- 
curacy are in some ways mutually 
exclusive properties in statistical 
work. If he publishes the results of 
incomplete tabulations, he runs the 
risk of misleading the user if large- 
scale revisions are called for later. If 
he waits for the evidence of the final 
tabulations he will strengthen the re- 
liability of his results at the expense 
of some sacrifice in their currency. 


Conclusion 

One must acknowledge the contri- 
bution of the accounting profession 
to the development of a system of 
gross national product and expendi- 
ture statements for the Canadian 
economy. Almost all of the primary 
data in the economic field must ulti- 
mately come from the accounting re- 
cords of businesses, governments, and 
individuals. Without these individu- 
al records, there could be no such 
thing as “national” accounts. More- 
over, the cooperation of accounting 
departments in business firms across 
the country has made the collection 
of these data, through questionnaires 
and surveys, a realistic undertaking. 
Finally, many of the ideas and 
concepts developed by accountants 
have been taken over by the eco- 
nomic statistician in drawing up 
meaningful classifications of transac- 
tions, and in presenting these results 
in the form of a systematic and inter- 
related set of economic accounts. 
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Interest Rates Are Away Down! 


WILLIAM C. STUART 


THE RECENT trend in interest rates in 
Canada has been explained in a 
variety of ways. The conventional ex- 
planation is that the trend merely 
reflects the operation of supply and 
demand, and the reason given for not 
doing more about it is that greater 
inflation might follow, which would 
be worse than higher rates of interest. 

This and other explanations may 
not make us or our clients feel better 
about higher rates. A new perspec- 
tive is needed to assure the Canadian 
borrower that he can really be happy 
about his current position.. A histor- 
ical flash back will give a quick view 
of interest rate trends in past cen- 
turies. 


Legal Controls in Ancient Rome 


An early Roman attempt to control 
rates of interest by legislation is re- 
vealed in the Twelve Tables, famous 
code of Roman law (451 B.C.), which 
fixed a ceiling of 8-1/3% per annum. 
A century later the legal rate became 
5%, but in practice 12% was around 
the minimum. We find a maximum 
rate of 1% per month decreed by 
Julius Caesar in 49 B.C., and, slightly 
earlier, Cicero reported such a de- 
mand for money by candidates in 
political campaigns that the rate for 
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electioneering loans ran to 8% per 
month, Then followed a generation 
so beset by civil wars that financial 
transactions had no regular pattern 
for a time. Order and security were 
restored by Augustus, in whose 
regime money became so abundant 
that interest rates fell from 12% to 52. 
They rose to 6% after his death, how- 
ever, and were again at the legal 
maximum of 12% by the fourth cen- 
tury. 


Interest and the Scriptures 

References to interest rate legisla- 
tion might also include the Mosaic 
law (Deut. XXIII, 19) although it 
did not govern transactions between 
Hebrews and _ non-Hebrews. In 
Robert Graves’ carefully researched 
historical novel “Claudius the God”, 
Herod Agrippa, in 87 A.D., repaid 
a loan “with interest at 10% for 2 
years” to the chief magistrate of the 
Jewish colony of Alexandria, “greatly 
to the latter’s embarrassment” in view 
of the law cited. Another Mosaic law 
(Deut. XV, 1-11), under which debts 
were cancelled every seventh year, 
had already been abrogated by the 
great liberal Rabbi Hillel. 

In the Middle Ages, the Christian 
Church abjured all taking of interest 
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and governments attempted to limit 
rates, but lenders still carried on 
business unsanctioned by either 
authority. In a recent article on 
Henry III of England (J. F. Eggle- 
ston, “The Boy King and his Bankers”, 
in The Canadian Banker) it is stated 
that in loan documents signed by the 
king in 1232 he renounced any legal 
or ecclesiastical law or penalty which 
might have excused non-payment. 
The rate of discount until maturity 
is not mentioned, but the rate after 
due date of King Henry’s loan was 
10% per month. The same article re- 
fers to Edward III’s repudiation in 
1343 of the debts he owed to Italian 
bankers and notes this as one risk 
of the times which affected the will- 
ingness of lenders and, therefore, the 
rate of interest. However, the safety 
factor worked in both directions, as 
it does today, and in 1345 the govern- 
ment of Florence placed a bond issue, 
redeemable in gold, at an interest rate 
of only 5% per annum. 


The Renaissance marked the be- 
ginning of a theological distinction 
between usury and interest when the 
Lateran Council in 1515 agreed that 
the Franciscans, who maintained 
funds for loans to the needy, should 
be able to collect overhead costs from 
borrowers. From there it was a short 
step to the allowance of moderate in- 
terest charges. This development be- 
gan in the pontificate of Pope Leo X 
who, in contrast to the decline in in- 
terest rates experienced by borrowers 
generally in the 16th century, some- 
times had to pay 40% to bankers of 
Rome. This high rate betrayed an 
apprehension of risk which was well 
founded, since Pope Leo’s benevol- 
ence got so out of compass with the 
revenues of the papacy that he died 
bankrupt. 


Stability in the Nineteenth Century 

Skipping a few centuries to get 
closer to our own times, we find the 
New York Evening Post reporting, 
on July 9, 1812, the quick completion 
of subscriptions that morning for a 
corporation loan of $600,000 at 6% 
which, by inference, was placed for 
the City of New York. A highlight 
later in the century was the great 
refinancing operation of J. Pierpont 
Morgan in 1877, “replacing 6 per 
cents with 4 per cents” for the gov- 
ernment. A view of the whole period 
is given by the statement of John 
Maynard Keynes in his “General 
Theory of Employment” that “there is 
evidence that for a period of almost 
150 years the long-run typical rate of 
interest in the leading financial cen- 
tres was about 5% and the gilt edged 
rate between 3% and 3%.” 

By contrast, the call loan market in 
New York has reflected some violent 
temporary swings in interest rates. On 
May 9, 1901 the range was 40% to 
60%. Canadian bankers visiting their 
New York offices may still be shown, 
as souvenirs of 1929, call loan tickets 
at rates up to 20%. That year’s aver- 
age daily quotation of call loan re- 
newal rates in New York was 7.612; 
yet the same average for 1935 had 
drifted down to approximately 4%. 


The Canadian Scene 

Many a Canadian banker of today 
gained part of his education from the 
books of E. L. Stewart Patterson who 
made some plain statements about in- 
terest. Primarily, interest is a re 
ward for waiting, he said. A second 
element in the rate is a premium of 
reward against loss. In a newly 
settled territory there is a third ele- 
ment: the higher cost of operations 
calling for an increase over urban 
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rates of from 14% to 2%. Patterson 
emphasized this last point with re- 
spect to interest rates in Western 
Canada, once a recurrent feature in 
discussions of banking operations in 
this country. At the revision of the 
Bank Act in 1923, one banker stated 
that the majority of his bank’s loans 
in Saskatchewan were at 8%, some at 
10% and that farmers on the American 
side of the border would be glad to 
borrow at 12%. 

At the hearings of the Royal Com- 
mission in 1983, it was asserted that 
rates from 8% to 12% were prevalent 
in Western Canada. Although a court 
decision in 1913 was interpreted as 
legally justifying rates of 8% or higher, 
the Royal Commission said that in its 
opinion the banks laid themselves 
open to the allegation that they had 
been evading the law. However, the 
Commission did not find that excess- 
ive rates were being charged. The 
Bank Act amendments of 1934, never- 
theless, put a legal ceiling of 7% on 
chartered bank loans, and in 1944 the 
ceiling was lowered to its present 6%. 

A sidelight on interest rates in 
Canada is found in the rates adopted 
from time to time by the Industrial 
Development Bank. Incorporated by 
a separate Act of Parliament in 1944, 
this bank undertakes to supplement 
rather than compete with the activi- 
ties of other lenders and to give par- 
ticular consideration to the financing 
problems of small enterprises. Unlike 
the chartered banks, the rates of in- 
terest charged by the Industrial De- 
velopment Bank are not limited by 
the Bank Act. From 1944, when it 
started operations, to 1951, the usual 
IDB rate was 5%; in 1951 it was re- 
vised to 54%, and again in 1952 to 6%. 
In 1956 IDB’s rate rose to 64% but in 
November 1957 it was reduced to 6%. 
As the public announcement of 
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each change has been to the effect 
that it was in keeping with general 
trends, they afford a new gauge of in- 
terest rate trends in Canada. 


A Cost-of-Living Interest Rate? 


The reader who pursues the sub- 
ject of interest rates may wonder, at 
some point, what might be done to- 
day to provide a lender with stable 
real income in terms of goods and 
services, instead of an interest rate 
in terms of money. A partial answer 
can now be supplied from actual ex- 
perience in Finland, which has in- 
corporated a cost-of-living index re- 
lationship into its money market. 

In Finland, since the beginning of 
1957, all financial institutions have 
offered deposit accounts carrying the 
right of a capital compensation in 
ratio to increases in the cost-of-living 
index. Initially, the banks were ex- 
pected to recover such extra outlays 
by “index-tied” loans. While this will 
still be permitted, most of the costs 
of the index-bound deposits will be 
recovered by raising loan rates from 
8% to 9%. This development is com- 
mented upon in an article in the Eco- 
nomic Review of Kansallis-Osake- 
Pankki (1957.1, p. 12): “This [rate 
increase] is technically much simpler 
for the banks than a general index- 
link for loans. . . . Borrowers, too, 
seem to prefer to submit to an in- 
crease in the lending rate rather than 
to strange and vague index agree- 
ments, the final impact of which is 
uncertain.” 


Feeling Better? 

Today’s rates of interest are away 
down from interest peaks of the past. 
Moreover, in 40 other countries the 
current prevailing rates are higher 
than they are in Canada and in only 


seven countries are they less (Review 
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of First National City Bank of New 
York, July 1957). In Brazil, which is 
expanding comparably to Canada, the 
rate is given as 12%. 

In the perspective of history, it be- 
comes easier to appreciate the degree 
of organization of credit facilities 
that has been reached today. The 
market once so weighted by social, 
religious and legal considerations is 
ruled now by simpler factors. Interest 


rates are indeed determined, in the 
words of our central bank’s latest re- 
port, “by the strength of demand for 
borrowed funds and the availability of 
the funds from willing lenders”. The 
fact that this is an adequate definition 
for application in Canada today, by 
its contrast with other times and 


other places, seems in itself to make. 


a pretty good case for feeling better 
about present interest rates. 


REVELATIONS IN REPORTS 


Companies have published annual reports for many years and, if they 
are publicly owned, they are compelled to do so by law. The first annual 
reports, however, were frequently conspicuous for what they concealed 
rather than what they revealed. No attempt was made to include anything 
beyond that which was required by law, a simple balance sheet. 
~ In recent years, however, company managements have gone far beyund 
those simple facts and annual reports have become much more than just 
financial statements . . . . Owners are told what their companies make and 
how they make it. They are shown pictures of new plants and processses. 
. . . . Often they are told about the company’s contributions to the com- 
munity and are given an outline of personnel policies. The annual report 
has become in many industries an important piece of promotion literature. 

Management has much evidence to show that this modern approach to 
shareholder reports is effective. Two years ago, for instance, the manage- 
ment of Asbestos Corporation in Thetford Mines received a letter from a 
woman shareholder in Vancouver. “I was interested to learn from our an- 
nual report,” she wrote, “that asbestos is mined. I always thought it was 
made.” 


—‘“The PR in Profit” by Leonard L. Knott; 
McClelland Stewart Ltd., 1955; p. 208 
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Financial Management 
in Government 


H. R. BALLS 


Tue aim of financial management is 
to ensure responsible accountability 
to owners, shareholders and creditors, 
and to facilitate effective planning 
and control. More specifically, the 
object is to assist management in the 
efficient and profitable operation of 
an enterprise, to furnish data for ef- 
fective planning and policy formation 
and to provide facilities for control- 
ling the execution of approved plans 
and policies, to exercise control over 
receipts and disbursements, to ensure 
proper custody of and control over 
cash and property, to facilitate an 
effective internal and an independent 
external audit of financial operations 
and to provide the necessary informa- 
tion to ensure adequate and timely 
financial reporting. 


These broad objectives or aims are 
common to all enterprises whether 
carried on by individuals, private or 
public corporations or the state, but 
when they are applied in managing 
and administering the finances of a 
government they must be considered 
in relationship to the basic constitu- 
tional principles underlying the op- 
erations of that government. In the 
Government of Canada, there are a 
number of basic principles which 
underlie the system of financial ad- 
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ministration or management. Funda- 
mental to all of these, are the suprem- 
acy of Parliament, the dominant role 
of the House of Commons in financial 
matters and sole and exclusive execu- 
tive responsibility for initiating all 
financial proposals. Although there 
are others which should be men- 
tioned in seeking to convey a full 
understanding of the Canadian sys- 
tem, reference to these three must 
suffice for the present purpose. 

The Canadian system is based on 
a budget concept in which the bud- 
get is regarded as a comprehensive 
and integrated financial plan for 
raising and spending the public 
money, all aspects of which must be 
considered as a whole and at one 
time. Under Canadian law and prac- 
tice, it is a plan for the period of the 
fiscal year proposed to Parliament by 
the executive which is responsible 
for all phases of its preparation and 
execution, but before it can be 
brought into effect it must be ap- 
proved by Parliament, by the assent 
on the one hand to the tax laws, and 
on the other to the Appropriation 
Acts. 


Agencies of Control 
Administrative management and 
control is exercised both on a cen- 
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tralized and a decentralized basis. 
The central agencies of financial man- 
agement and control are the Cabinet 
and its formal statutory counterpart 
the Governor General in Council, the 
Treasury Board and other committees 
of the Cabinet or the Privy Council, 
and the Minister and Department of 
Finance. In addition, the Comptroller 
of the Treasury who is an officer of 
the Department of Finance has a 
number of statutory duties which are 
essentially management or control 
functions, and the Auditor General, 
who as an independent legislative 
auditor is not and, of course, should 
nor be a part of the management 
team, in many ways acts as a potent 
and indispensable aid to manage- 
ment. 

The Governor in Council and the 
Treasury Board are the policy-mak- 
ing and budgeting bodies, although 
the latter also deals with internal ad- 
ministration, staff and expenditure 
matters. They lay down the broad 
framework of policies, enunciate the 
principles and establish the pro- 
cedures for administrative and finan- 
cial management but the individual 
ministers, their deputies and other 
departmental officers are responsible 
for day-to-day management and pro- 
vide the managerial direction and 
control necessary for effective and 
efficient operation. The balancing of 
central control on the one hand with 
decentralized departmental manage- 
ment on the other so that control does 
not diminish the departmental sense 
of responsibility requires a high de- 
gree of skill and judgment. 


Legislative Directions 

The administration and manage- 
ment of the revenue is governed by 
a number of statutory directions and 
by a series of executive orders de- 


signed to ensure that all money re- 
ceived is paid into the consolidated 
revenue fund without deduction, di- 
version or delay. The collection of 
public money is primarily a depart- 
mental responsibility but the Comp- 
troller of the Treasury upon request 
may provide accounting and other 
services for a department in connec- 
tion with the collection of public 
money and may examine collecting 
and accounting practices of the de- 
partment and report thereon to the 
Minister of the Department. 

The principal legislative directions 
are contained in Part II of the Finan- 
cial Administration Act. The basic 
requirement is that every collector or 
receiver of public money shall pay all 
money coming into his hands to the 
Receiver General, through such of- 
ficers, banks or persons and in such 
manner as the Minister of Finance 
directs, and must keep a record of 
his collections and deposits in such 
form and manner as the Treasury 
Board prescribes. Other provisions of 
the Act deal with the prescription of 
fees to be charged for services 
rendered; collection of debts due the 
Crown; remission of taxes, fees and 
penalties; deletion of uncollectible 
debts and a number of other miscel- 
laneous matters relating to the man- 
agement of the revenue. 


These statutory instructions are 
supplemented by more specific and 
detailed executive orders designed to 
ensure that collections are brought 
promptly and fully to account. The 
Treasury Board has established reg- 
ulations governing the receipt and 
deposit of public moneys. Each Min- 
ister is required to prescribe for his 
department the manner and form in 
which collection records are to be 
kept, the form of receipt or acknow]l- 
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edgment to be given for each amount 
received and the precautions to be 
taken to ensure the safety of public 
money in the custody of depart- 
mental officers. To ensure the 
effective administration and collec- 
tion of accounts receivable, depart- 
ments are instructed to incorporate, 
as basic procedures in their depart- 
mental regulations, arrangements for 
prompt billing, systematic review and 
follow-up of overdue items. Uncol- 
lected items should be referred to the 
Department of Justice at an early 
date for advice as to possible action 
when normal follow-up procedures 
have not been successful in effecting 
collections. 


Executive Agencies 

Central control over expenditures 
is exercised by two powerful and 
strategically placed executive agen- 
cies, the Treasury Board and the 
Comptroller of the Treasury. 

The Treasury Board’s prime func- 
tion is to ensure that departmental 
expenditure programs are in line with 
the broad general policies laid down 
by the Cabinet. It seeks to achieve 
this by requiring that every signi- 
ficant variation in departmental ac- 
tivity that has a financial implica- 
tion shall have prior approval of the 
Board. By a detailed review of de- 
partmental budgets, programs and 
staffs during the consideration of the 
annual estimates, by prescribing reg- 
ulations regarding certain broad 
classes of expenditure and by scrut- 
inizing throughout the year the larger 
construction and procurement con- 
tracts, departmental proposals for the 
transfer of funds from one appropria- 
tion allotment to another, the num- 
bers of employees in departments and 
administrative units, their classifica- 
tions or grades and the rates of sal- 


aries or wages to be paid to them, 
and various other payments of an un- 
usual nature, the scale of current: 
activities and future commitments are 
held within the limits of approved 
policies. Through this process of co- 
ordination and review, overlapping 
and inconsistency are avoided, depart- 
ments are guided into uniform, eco- 
nomical and efficient practices, con- 
crete notions of policy are formed 
and a set of priorities is developed in 
terms of which services can be 
judged as more or less necessary and 
expenditures in one sphere assessed 
as relatively extravagant or frugal 
compared with those in another. 
Moreover, the government is thereby 
aware of, and either approves or can 
effectively check, any development of 
policy or significant transaction that 
might be the object of parliamentary 
debate or public criticism. 


The prime function of the Comp- 
troller of the Treasury is to ensure 
that the decisions of parliament, the 
Governor in Council, the Treasury 
Board, and Ministers are enforced. 
To this end the Comptroller operates 
a centralized accounting and dis- 
bursement system which enables him 
to maintain a complete record of par- 
liamentary appropriations, the com- 
mitments against them and the dis- 
bursements chargeable to them. 


Under Part III of the Financial Ad- 
ministration Act, all departmental 
requisitions for payment must be sub- 
mitted to the Comptroller “in such 
form, accompanied by such docu- 
ments and certified in such manner” 
as he may require. If the Comp- 
troller is satisfied that the proposed 
payment is a lawful charge against an 
appropriation, that it does not result 
in an expenditure in excess of the ap- 
propriation or reduce the balance 
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available below the amount necessary 
to meet commitments registered 
against it, and that it does not con- 
travene any applicable legislative or 
executive requirement, he may agree 
to issue a cheque. However, if he 
refuses to make a payment, disallows 
an item or declines to give a certifi- 
cate, the Minister concerned may re- 
port the circumstances to the Treas- 
ury Board for decision and the Board 
may confirm or overrule the Comp- 
troller’s action and give such direc- 
tions as are necessary to carry out its 
decision. 

To avoid overspending appropria- 
tions, the Comptroller records and 
controls all commitments. No con- 
tract may be entered into or has any 
force or effect unless he has certified 
that there are unencumbered funds 
available in an appropriation or in an 
item included in estimates before the 
House of Commons to discharge com- 
mitments under that contract that 
would be payable in the year the con- 
tract was entered into. 

Other provisions of the Financial 
Administration Act deal with the con- 
trol of allotments, accountable ad- 
vances, payments under guarantees 
and under contracts, holdbacks and 
cost audits and for many of these and 
other matters the Governor in Coun- 
cil or the Treasury Board has pre- 
scribed regulations and in many de- 
partments more detailed rules have 
been formulated to assist departmen- 
tal officers in fulfilling their responsi- 
bilities for effective and economical 
management. 


Functions of Government Accounting 


The functions of accounting in gov- 
ernment are for the most part very 
much the same as those in business, 
but in one respect there is a signifi- 
cant difference. Commercial accounts 


recognize that, while many transac- 
tions are taking place with varying 
degrees of profitability or loss, it is of 
relatively little concern if individual 
transactions turn out adversely if in 
the aggregate the result is satisfac- 
tory. In government, however, trans- 
actions must be controlled and re- 
corded so that any individual item, 
regardless of size, can be defended 
and information provided for Parlia- 
ment. 

From the standpoint of account- 
ability or stewardship, the prime 
function of the government accounts 
is to ensure adherence to and compli- 
ance with all statutory and appropria- 
tion requirements. They must facili- 
tate control over commitments and 
disbursements in accordance with ap- 
propriations or expenditure authoriza- 
tions. They must provide a means of 
comparing tax and revenue collec- 
tions with the budget estimates. They 
must ensure the maintenance of ade- 
quate custodial records of public 
money and property, facilitate an in- 
dependent audit of records, funds, 
securities and property, and provide 
Parliament with full information re- 
garding the financial transactions of 
government. 

From the standpoint of manage- 
ment they must be designed to en- 
sure prompt and adequate disclosure 
of financial results in terms of the 
productivity of revenue sources on 
the one hand, and the costs of pro- 
grams and administrative units on 
the other. They should furnish in- 
formation for the economic analysis 
and planning of government activi- 
ties at all levels; they should facili- 
tate the coordination of financial 
policy, assessment of appropriate 
priorities, and scale and cost of ex- 
penditure programs, and make it pos- 
sible to tailor those programs to 
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available resources. They should be 
such as to accommodate effective pro- 
cedures for the internal audit and 
control of operations and programs. 


Government Financial Reporting 


Financial reporting also plays its 
part in management and here again a 
distinction may be made between re- 
ports for proprietors and sharehold- 
ers on the one hand, and reports for 
management on the other. 

In government, as in business, the 
reports are designed to disclose all es- 
sential financial facts that are avail- 
able from the accounting records and 
supporting documents, and to be as 
comprehensive as possible in their 
scope, with due emphasis placed on 
the significance or materiality of the 
data presented. The aim is to ensure 
that the reports are presented in as 
simple and clear a fashion as possible, 
that there is consistent application of 
common terminology and _ standard 
classifications, . that they facilitate 
compliance with all legal require- 
ments, and above all that they are 
produced promptly to make effective 
action possible, and, with regard to 
stewardship reports, to ensure timely 
publicity of the transactions. 

In the Government of Canada, the 
principal financial report is, of course, 
the annual Public Accounts. The 
Auditor General’s report is appended 
to the Public Accounts and in a sep- 
arate volume the financial statements 
of all Crown corporations and the 
auditors’ reports thereon are pub- 
lished for the information of Parlia- 
ment. In addition, monthly and an- 
nual statements of budgetary and 
non-budgetary financial transactions 
and of the government’s cash and 
debt position are published in The 
Canada Gazette. The Minister of Fi- 


nance’s annual budget speech, to 
which is appended the budget papers 
containing a preliminary survey of 
the government accounts for the year 
just ended or ending, presents an- 
other source of information regarding 
the government’s annual financial op- 
erations. 

These are the principal published 
financial reports. They are de- 
signed to render an accounting to 
Parliament and to the public of the 
way in which the government has ad- 
ministered and is administering the 
finances of the nation. There are 
also a number of management reports 
which are produced for the informa- 
tion and guidance of Ministers, Depu- 
ty Ministers and the chief administra- 
tive or executive officers. In most 
departments great reliance is placed 
on the Comptroller of the Treasury 
who in addition to his control activi- 
ties acts as a service agency to man- 
agement in the production of data 
relating to revenues as well as to ex- 
penditures. 

In the Department of Finance, in 
addition to the information furnished 
by the Comptroller, a number of 
statements and reports are prepared 
by the Financial Administration and 
Accounting Policy Division. These 
include daily statements of receipts 
and disbursements and of the Re- 
ceiver General’s bank balances and 
monthly statements of revenues, ex- 
penditures and assets and liabilities. 
Special purpose statements are pre- 
pared from time to time to meet par- 
ticular needs but probably the most 
important of all financial reports for 
management are the periodic cash 
forecasts. 


Custody of Public Money 


Under the Financial Administra- 
tion Act the Minister of Finance is 
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charged with the management of the 
Consolidated Revenue Fund and “the 
supervision, control and direction of 
all matters relating to the financial 
affairs of Canada not by law assigned 
to any other Minister”. This latter 
provision brings within his purview 
the financial and budgetary implica- 
tions of all government activities, 
while under the former it is necessary 
for him to ensure that there is suff- 
cient cash in the consolidated rev- 
enue fund to meet the payments to 
be made from it. 


For the actual custody of public 
moneys in the consolidated revenue 
fund the Receiver General, as the 
Minister of Finance is also known, 
maintains accounts in the Bank of 
Canada, and in all the chartered 
banks in Canada, and in certain ap- 
proved banks abroad. 


All payments are made under the 
direction and control of the Comp- 
troller of the Treasury by cheque 
drawn on the Receiver General’s ac- 
count or by such other instrument as 
the Treasury Board may direct. In 
practice, the Comptroller issues drafts 
which are called “cheques” on the 
Receiver General. Until recently 
these drafts were cleared daily by the 
banks to the Cheque Adjustment 
Branch of the Department of Finance 
and the banks were reimbursed by 
cheques drawn on the Receiver Gen- 
eral’s account with the Bank of Can- 
ada. However, within recent months 
a change has been made in this pro- 
cedure whereby the banks instead of 
having to transmit the “cheques” paid 
by them to Ottawa may now deliver 
them to agencies of the Bank of Can- 
ada which are located at Halifax, 
Saint John, Montreal, Ottawa, Toron- 
to, Winnipeg, Regina, Calgary and 
Vancouver, and receive prompt reim- 


bursement therefor. Under the new 
system the agencies send the cheques 
to the Bank of Canada at Ottawa 
which in turn delivers them to the 
Cheque Adjustment Branch where 
they are examined and reconciled 
with the Comptroller's statement of 
cheques issued and are then retained 
until they are microfilmed and de- 
stroyed in accordance with regula- 
tions of the Treasury Board made on 
the recommendation of the Auditor 
General. 


Use of Cash Forecast 


In business the cash budget or 
forecast is one of the most effective 
tools available to management to aid 
it in estimating the prospective re- 
sources available to meet its cash re- 
quirements. The chief purpose is to 
ensure the most efficient utilization of 
existing and anticipated cash re- 
sources to finance operations, pay 
debts as they mature, pay for desired 
expansion and maintain a satisfactory 
liquid position. 

In government, the cash forecast is 
being used increasingly to ensure the 
orderly provision and economic utili- 
zation of funds and resources and to 
facilitate the planning of expendi- 
ture programs and, if necessary, 
the orderly borrowing and retirement 
of debt or, if excess funds are ex- 
pected to be available for relatively 
short periods, for the acquisition of 
short term investments. 

At the beginning of each fiscal year 
estimates of cash requirements in 
Canadian and U.S. dollars, sterling 
and other currencies are prepared. 
Throughout the year these estimates 
or forecasts are under constant re- 
view, and as conditions change and 
plans are altered, they are revised. 
The aim is to correlate anticipated 
cash needs with estimated cash re- 
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sources, to provide data for forming 
a reasoned judgment on the prospects 
of achieving planned targets of per- 
formance both of revenue collection 
and expenditure programs, for the 
planning of loan flotation and debt 
redemption operations and the em- 
ployment of excess cash in interest 
bearing bank deposits or in the pur- 
chase of government securities, and 
to facilitate prudent management in 
the sense of “good housekeeping” or 
economical or waste-free operation. 

Forecasts are developed on both a 
long and a short term basis. Sources 
and requirements of cash for the fis- 
cal year as a whole, for each month 
and at critical periods on a day-to- 
day basis are prepared to ensure that 
there is the utmost efficiency and 
economy in the management of the 
government’s financial affairs. 

The principal sources of budgetary 
revenues are the personal income tax, 
the taxes on corporation profits and 
on interest and dividends going 
abroad, succession duties, sales and 
other excise taxes and duties, customs 
import duties, post office receipts, re- 
turn on investments and other non- 
tax revenues. Many factors enter in- 
to the determination of the yield from 
each revenue source. With respect to 
taxes, the rate of tax, of course, is of 
particular importance and any change 
in rate or in the terms of the tax 
legislation will affect the forecast as 
will changes in the general scale or 
level of economic activity. However, 
in calculating tax yields, considera- 
tion may have to be given also to 
the expected rate of increase or de- 
crease in activity, to the latest avail- 
able estimate of the gross national 
product, the number in the labour 
force and the level of incomes, the 
volume of consumer spending, pro- 
duction and imports, capital invest- 


ment intentions and estimates of 
corporate profits. One or more of 
these factors may have a significant 
influence on the yield of a specific 
tax and must be taken into account 
in estimating the yield as must the 
speed of response to changes both in 
the level of economic activity and in 
the rate of tax. 

For budgetary expenditures the 
scope and scale of expenditure pro- 
grams are determined initially when 
the departmental estimates are con- 
sidered by the Treasury Board. 
These find their formal expression in 
the main, supplementary and further 
supplementary estimates that are laid 
before Parliament and are eventually 
embodied in the Appropriation Acts. 


Areas of Application 

There are a number of areas of ap- 
plication, such as defence, research, 
natural resources and industrial de- 
velopment, welfare and social secur- 
ity, debt and other fixed obligations, 
capital investment programs and gen- 
eral administration. The determin- 
ants vary from case to case. Basic- 
ally, the projections are based on the 
annual appropriations and the fore- 
casts of expenditures under continu- 
ing statutory authority, the estimates 
of additional requirements that may 
be anticipated in the light of known 
policy decisions involving the addi- 
tion of new expenditure programs or 
the extension or curtailment of exist- 
ing programs and probable lapsings. 
The availability of human and ma- 
terial resources to fulfil the programs 
as planned, the degree to which the 
programs are controllable or uncon- 
trollable as to amount or the timing 
of payments, the extent to which ap- 
proved programs can be achieved 
and the speed of response in imple- 
menting programs after authoriza- 
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tion are other factors that must be 
taken into account. 

In assessing the cash required for 
or available from transactions affect- 
ing the government's assets and lia- 
bilities, consideration must be given 
to the amounts appropriated and re- 
quired for or available from loans and 
advances to, and investments in, 
Crown corporations such as The St. 
Lawrence Seaway Authority, Cana- 
dian National Railways, Central 
Mortgage and Housing Corporation 
and Northern Ontario Pipe Line 
Crown Corporation, advances to na- 
tional, provincial and municipal gov- 
ernments and international organiza- 
tions, advances to the exchange 
fund, loans to veterans and other in- 
vestments. Also the government ad- 


ministers several annuity, insurance 
and pension accounts, and some pro- 
jection must be made of the benefit 
payments to be made therefrom and 


of the premium and other receipts ex- 
pected to be collected and credited 
thereto. There are other accounts 
which involve the receipt or disburse- 
ment of cash such as the deposit and 
trust accounts, sundry suspense ac- 
counts, the undisbursed balances of 
appropriations to special funds and a 
number of current and demand obli- 

ation accounts including matured 
febt interest due and payable, out- 
standing cheques and the like, and 
estimates must be made for each of 
these. 

Forecasts must be prepared of the 
amount required to redeem govern- 
ment loans that will be maturing 
within the forecast period or that 
may be called for payment. In 
the case of issues such as the Canada 
savings bonds, which are not mar- 
ketable issues but are redeemable on 
demand, a forecast must also be made 
of the amount that may be pre- 


sented for redemption. Also some 
estimate of anticipated receipts from 
prospective or planned loan flotations 
must be made, together with an as- 
sessment of the impact upon the gov- 
ernment’s cash balances of the acqui- 
sition or disposal of security hold- 
ings in its several security investment 
and sinking fund accounts. 

The general aim is to ensure that 
there is continuous and current infor- 
mation available to assist in planning 
the orderly inflow and outflow of 
cash to ensure that sufficient funds 
are available to meet obligations as 
they mature and to permit the maxi- 
mum utilization of available cash in 
earning assets. 


Pre-Audit and Post-Audit 

The auditing of financial transac- 
tions plays an essential part in the 
control of finances but a distinction 
must be made between pre-audit and 
post-audit. 

The government's accounts are sub- 
ject to an independent statutory ex- 
amination by the Auditor General 
who is an officer of Parliament and 
removable only on the address of the 
Senate and House of Commons. With 
respect to expenditures, it is a post- 
audit or an examination after pay- 
ment for the pvrposes of reporting to 
the House of Commons whether the 
accounts have been faithfully and 
properly kept, whether the money has 
been spent for the purposes for which 
it was appropriated by Parliament 
and whether the expenditures have 
been made as authorized. With re- 
spect to revenues, the purpose is to 
ascertain that all public money re- 
ceived is fully accounted for and that 
the rules and procedures in effect are 
sufficient to ensure an effective check 
on the assessment, collection and 
proper allocation of the revenue. 














With respect to public property, 
the aim is to ensure that essential re- 
cords are maintained and that the 
rules and procedures applied are suf- 
ficient to safeguard and control such 
property. 

The legislative post-audit is for the 
most part a test audit and is based on 
statutory requirements, custom and 
convention and commercial prac- 
tices. It is important to note that it 
is essentially for the purpose of re- 
porting and that the Auditor General 
has no power of disallowance. The 
Auditor General’s annual reports to 
the House of Commons contain his 
certificates as to the accuracy and 
propriety of the revenue and expen- 
diture and the asset and liability ac- 
counts. In addition the Auditor can, 
and in practice does, report to Minis- 
ters, the Treasury Board or the Gov- 
ernment any matter which he thinks 
calls for attention so that remedial 
action may be taken promptly, and it 
is in this field that he can be a strong 
and useful aid to the administrator. 


The pre-audit or examination of 
expenditures before payment is pri- 
marily for the protection of the ex- 
ecutive and is carried out by the 
Comptroller of the Treasury as part 
of his statutory duties as laid down in 
the Financial Administration Act. In 
this case the audit is a complete au- 
dit and is associated with the control 
of issue or payments. Moreover, the 
Comptroller, unlike the Auditor Gen- 
eral, has the power of disallowance 
and may refuse to make a payment if 
in his opinion there is no authority 
for it or if it is improper in any way, 
but a disallowance by the Comp- 
troller is subject to appeal to the 
Treasury Board which may sustain or 


overrule him. 


Mention should also be made of 
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the Public Accounts Committee 
which is a standing committee of the 
House of Commons with power to 
call for witnesses and papers and al- 
though it has no power of disallow- 
ance may report its recommendations 
to the House for action. 


Other Areas of Financial Control 


In considering the role of financial 
management in government, atten- 
tion has been focused primarily on 
the fields of revenue and expendi- 
ture control and of cash and debt 
management, and on the value of ac- 
counts, financial reports, cash fore- 
casts and audit as aids to manage- 
ment in exercising control. Other 
areas in which financial management 
is directed to the economic and efh- 
cient operation of government may 
be mentioned briefly: the financial 
relations with and financing of Crown 
corporations; management of proper- 
ty and stores; the safekeeping and 
custody of securities deposited with 
the government by insurance com- 
panies, contractors and others; insur- 
ance or self-insurance of Crown prop- 
erty; bonding of public officers; regu- 
lation of government contracts; con- 
trol of departmental establishments; 
salary rates, superannuation and 
other employee benefits; organization 
and methods studies and the deter- 
mination of workload standards. 

In the field of financial adminis- 
tration or management as practised 
in government, 

“Wisdom lies in masterful adminis- 

tration of the unforeseen”. 

The more the area of the unfore- 
seen can be reduced by a knowledge 
of the past and the present, by care- 
ful and intelligent planning, and by 
informed and reasoned forecasting, 
the better and more efficient will be 
the management that results. 












Business Organization and the 
Public Accountant 


This article is based on a summary prepared by Charles C. 

MacKechnie, C.A. on the five papers delivered on September 

11 in Amsterdam at a business session of the 7th International 
Congress of Accountants. 





DuRING RECENT years, the subject of 
“Business Organization and the Pub- 
lic Accountant” or variations thereof 
have been lively topics for discussion 
in Canada. Papers were given on 
this subject by five speakers from dif- 
ferent countries and, in attempting to 
furnish an outline of their remarks, 
there seems to be merit in allowing 
the five participants, as far as pos- 
sible, to state the case in their own 
words. 

The comments of the various 
speakers are, of course, influenced by 
the conditions that prevail in their 
respective countries with regard to 
public accounting, advisory services 
to management, and local business 
conditions in general. While we in 
Canada, operating against our par- 
ticular background, will not neces- 
sarily agree with all that was said, it 
is of interest to compare our own 
convictions on the subject with the 
ideas expressed. 

Each paper is summarized briefly 
below. 


F. M. Richard (Compagnie Nationale 
des Experts Comptables, France ) 
Mr. Richard appeals ‘to public ac- 
countants to assume more responsi- 
bility as management advisers. We 


42 


are reminded that many factors, in- 
cluding technological progress and 
mechanization, have greatly increased 
the complexity of business and modi- 
fied the tasks entrusted to us. It is 
pointed out that even in the course of 
our traditional audit work we are 
brought into contact with all phases 
of a business; we are somehow led on 
into ever widening circles of business 
organization. This line of thought is 
then expanded: 

“Problems of accounting systems and 
procedures will almost invariably lead to 
the study of the administrative structure not 
only in the sense of ‘administration’ pure 
and simple, but administration of produc- 
tion and distribution.” 


The instruments of modern man- 
agement control are reviewed and we 
are left with the comfortable feeling 
that, in these matters, we are for the 
most part treading on _ familiar 
ground. Reference is made to the 
“information of management deci- 
sion” expected nowadays as part of a 
dynamic accounting. We are ex- 
horted as public accountants to fa- 
miliarize ourselves with these newer 
approaches and techniques. 


The question is then raised as to 


the competence of public account- 
ants to assume advanced responsi- 
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bility as management advisers and 
mention is made of efforts now un- 
der way in France to make training 
available. The recently created “In- 
stitute for the Development in 
Methods of Controllership” is of in- 
terest: 

“The objective of this institute is to teach 
the art and techniques of top management 
and controllership to the specialists: engin- 
eers, consultants, jurists and public ac- 
countants who, due to their specialized edu- 
cation, are not prepared to meet the very 
complex problems of management. 

“Starting with a solid basic culture dis- 
pensed in universities and scientific insti- 
tutes, this institute teaches the understand- 
ing of accounting and financial problems to 
the engineer, jurist and consultant; and the 
notions of industrial organization to the 
public accountant and the accountant. To 
the two groups it teaches how to use ac- 
counting, statistics and mathematics as tools 
for budgeting and control.” 

Mr. Richard concludes his paper 
as follows: 

“As to ethics, the rules of professional 
conduct of the existing bodies of public 
accountants will be applicable to the new 
tasks assigned and accepted.” 


S. C. Bakkenist (Nederlands Insti- 
tuut van Accountants) 

The speaker brings out that “the 
audit of accounts is not prescribed by 
law in the Netherlands, and this is 
conducive to the auditor adding con- 
trol on behalf of management to his 
normal audit work”. The functions 
of the public accountant are stated 
as falling under three main headings, 
viz. (1) reporting as independent 
auditor on financial statements, (2) 
a controlling function on behalf of 
management, and (3) advising man- 
agement on business economics. 

Mr. Bakkenist has this to say rela- 
tive to the practitioner and adminis- 
trative organization: 


“The public accountant is, as a result of 
auditing the accounts and also as a result 
of auditing on behalf of management, per- 
manently in touch with the administration 
of the undertaking. In the Netherlands one 
defines a public accountant as an expert in 
administrative matters and questions of 
business economics. The accountant’s con- 
cern with the administrative organization 
results thus both from his auditing task 
and from his position as an expert. 

“Business urgently needs expert advice. 
In some cases management still needs to 
be informed of developments which are 
constantly occurring in the field of adminis- 
trative organization. In some cases they 
still have to be convinced of the value of 
building up their administrative organiza- 
tion in that direction . . . . It should also 
be noted that the ‘productive value’ of the 
administration is only realized if the ad- 
ministration is set up by experts who are 
really at home in this work and who also 
know how to interest management in mak- 
ing full use of the administrative set-up.” 


Participation of the public account- 
ant as a specialist in organization is 


then discussed: 


“|... My conclusion is therefore that 
the accountancy practice which enters upon 
the field of consulting will have to bring 
about within the office complete specializa- 
tion of partners and staff. The next step 
will then have to be a further specializa- 
tion within the field of consulting because 
this field is again so wide and varied that 
one begins to see a certain amount of 
specialization as between different prac- 
tices.” 

Arguments for and against entering 
the field of management consultancy 
are then set out. It is suggested as 
logical that companies should consult 
their own auditors on many matters 
as they are known, trusted, and in ad- 
dition have been handling highly con- 
fidential matters for many years. 
There is on the other hand the ques- 
tion of whether the auditor’s inde- 
pendence is endangered by consult- 
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ing work although this is not felt to 
be so. The speaker finishes his topic 
with a thought that may be new to 
many of us: 

“There is a great chance that the con- 
sultancy department of the accountancy 
practice will turn out to be a temporary 
phase during the period in which the pro- 
fession of consultant is not yet fully de- 


veloped.” 


T. E. Harris (Association of Certified 
and Corporate Accountants, U.K.) 

The purpose of this speaker was 
stated to be: 

1. To examine the extent to which 
the internal organization of a busi- 
ness affects the opinion given by 
a public accountant in his capa- 
city as auditor. 

. To study whether a “business or- 
ganization” is itself a suitable sub- 
ject for appraisal . . . . or audit. 
To discuss — if “business organi- 
zation” is found to be a suitable 
subject for auditing — whether it 
is practicable and/or desirable for 
a public accountant to extend his 
customary audit in this respect; 
and whether such an extension of 
an audit ought to be made com- 
pulsory by law or whether it ought 
to be treated only as a possible 
additional service of the public 
accountant available if requested. 


In view of statutory audit require- 
ments in the United Kingdom Mr. 
Harris first reviews the main provi- 
sions of the auditor’s report called for 
by the Companies Act 1948. Touch- 
ing upon item 1 above, we find this 
comment: 

“It is clear that there is a minimum 
amount of information which the auditor 
must be able to obtain before he can satis- 
fy himself sufficiently about the affairs of 
the company to enable him to give a full 
and unqualified audit report.” 


Items 2 and 3 above are then cov- 
ered in somewhat the‘ following 
terms: 

“While I believe that there is equally a 
need for maintaining a review of the or- 
ganization and clerical procedures as there 
is for the surveillance of workshop and 
general production methods and procedures, 
it is nevertheless submitted that their 
evaluation can never be as objectively au- 
dited and reported as can the financial re- 
sults of an undertaking. In the last an- 
alysis the possible results of alternative 
methods are dependent on subjective and 
not objective tests. 

“My view is that an extension of a stat- 
utory audit in this direction would be un- 
sound both in theory and practice... . In 
my opinion it would place the directors in 
an invidious position if they were subject 
to constant surveillance by statutory audi- 
tors who were in a position to state what 
in their view ought to have been done. . .” 

Mr. Harris then deals briefly with 
the possible extension of the function 
of the public accountant in the field 
of business organization. He notes 
that the specialist management con- 
sultant normally has industrial train- 
ing. Furthermore the study and 
training required for the current pro- 
fessional accounting examinations 
may lack the psychological factor ne- 
cessary for dealing with problems of 
management accounting. Neverthe- 
less, the speaker feels that the public 
accountant can make an increasingly 
valuable contribution to the business 
world. 


Svante Kihlman (Féreningen C.G.R., 
Finland) 

This paper is of special interest in 
that, under company law in Finland, 
public accountants are apparently re- 
quired to assume more responsibility 
as to business organization than is 
customary in other countries, as may 
be seen from the following: 
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“Accountants in Finland, as well as in 
Sweden, have a legal liability to examine, 
and also to form an opinion of the busi- 
ness organization in its entirety. In this 
respect there may exist a difference, at least 
in principle, as compared with other coun- 
tries.” 

The question immediately arises as 
to the competence of the public ac- 
countant in these countries to assume 
this burden of responsibility: 

“It may possibly be asked how the ac- 
countant can, in any case, be thought to 
possess sufficient competence for the judg- 
ment of the whole business organization. 
To this it can be replied that, from the 
authorities’ and the business viewpoint, it 
is not expected that the accountant, be- 
sides his own special sphere of accounting, 
should also have, in respect of all other 
spheres of business organization, greater or 
even an equally extensive knowledge and 
experience as the enterprise's management 
he is appointed to supervise. 

“When he fulfils his task with reason- 
able conscientiousness and the judgment 
which is required of an accountant, in or- 
der, in a general way, to assess the busi- 
ness organization, one considers oneself jus- 
tified in setting great store on his opinion.” 


Mr. Kihlman recognizes that it is 
one thing to draw attention to un- 
satisfactory conditions but quite an- 
other matter to advise on how these 
should be rectified. There is the 
question of the public accountant'’s 
competence to give such advice, not 
to mention the difficulty he may 
sometimes experience in evaluating 
his own competence. After touching 
on the pros and cons concerning com- 
petence the speaker emphasizes that 
the responsibility for advice taken or 
not acted upon falls exclusively on 
the management of the enterprise. 
Fear that the accountant’s objectivity 
will be imperilled is then dealt with: 

“Owing to the special legal provisions 
previously mentioned, in Finland perhaps 
a more sceptical attitude should be taken 


than in other countries to the suitability 
of an accountant giving advice concerning 
business organization. One can be appre- 
hensive that an accountant may feel him- 
self bound by the advice he gives, and 
withhold himself. from commenting upon 
faults in the organization which have arisen 
by the enterprise following it. 

“The prospects of an accountant being 
placed in the necessity of criticizing the re- 
sults of his own advice, regarding business 
organization, appear to be small and ap- 
prehension for objectivity unjustifiable.” 


Comment is made as follows on a 
point encountered by all public ac- 
countants and management consult- 
ants in the course of their work: 

“The accountant’s right in respect of or- 
ganization tasks in an enterprise, to utilize 
his experience from the organization of 
other enterprises, has sometimes been 
doubted. The predominant opinion, even 
in business, however, is that organization 
and control systems cannot be monopolized 
or held secret. However, an accountant 
should, in connection with questions of or- 
ganization, also carefully observe his duty 
not to disclose his other clients’ business 
secrets.” 


G. L. Phillippe (Controllers Institute 
of America) 

Mr. Phillippe was asked to discuss 
the financial organization associated 
with the larger industrial companies 
and the role of the public account- 


ant. With this in view, he first out- 
lines the nature of the business with 
which he is associated (General Elec- 
tric Company), the financial organi- 
zation used, and some of the prob- 
lems encountered. The speaker then 
has this to say: 

_ “If I have been successful so far in 
creating the impression I was aiming for, 
you will understand that General Electric 
Company has a galaxy of top accounting 
talent, a well developed internal audit pro 
gram and a staff capable of solving our ac- 
counting problems. What use then have 
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we for public accountants? What service 
can the public accountant perform for us 
that cannot be performed equally well by 
our own organization? The first that the 
public accountant can and does contribute 
to General Electric Company is ‘independ- 


By 


ence’. 
Specific advantages of the public 
accountant’s audit of the larger corp- 
orations are touched upon and fa- 
vourable reference is made to the 
evolution in scope of the auditor's 
work and to the general approach 
thereto during the past 50 years or so. 

The article closes with the follow- 
ing: 

“To the smaller concern, the public ac- 
countant is a valued business counsellor 
whose view from the outside and whose 
wide knowledge of business skills are very 
helpful. 

“In the large corporation, we find the 
public accountant’s services most valuable 
in our usual transactions and in new de- 
velopments. They have much more op- 
portunity than the accountant in industry 
to be conversant with controversial points 
of accounting principles or techniques. A 
company may wish to merge with another, 
or split off a portion of its business, or 
acquire another company, or make a stock 
split, or pay a dividend in stock. For 
example, their judgment and experience 
were of considerable aid to us in adopting 
the Lifo basis of inventory valuation. We 
have been talking to them about how we 
should recognize the effect of inflation on 
our plant values and depreciation. On 
these, on complicated tax questions, on 
ways to present data in registration state- 
ments, their background of experience gives 
us a valued test of the procedures and 
recommendations our own staff has de- 
veloped. Other times we are merely seek- 
ing someone who understands our busi- 


ness and background with whom we can 
talk over our problems. I know that our 
public accountant’s viewpoint and mature 
judgment have been of great personal 
benefit and reassurance to me.” 


Business conditions, like almost 
everything else in human life nowa- 
days, are changing at an accelerated 
pace. Many new problems which 
arise in industry cannot apparently 
be solved without the assistance of 
the specialist or an outsider with the 
necessary experience and independ- 
ent viewpoint. How are we to fit 
into the changing picture? 

Our main function as public ac- 
countants will no doubt continue to 
be that of reporting upon financial 
statements. It must be recognized, 
however, that certain skills which 
were confined very largely to our pro- 
fession in its earlier stages are more 
widespread in business today, par- 
ticularly in the larger companies. As 
the need for assistance diminishes in 
certain areas, other fields in which 
we can render useful and necessary 
services open up in a most natural 
way. 

While it is clear that public ac. 
countants must stay within the 
bounds of their competence in these 
matters, the papers presented at Am- 
sterdam suggest that our level of 
competence in business organization 
can and should be improved consid- 
erably. It is also suggested that the 
way is open to skilled and progressive 
practitioners in our profession to ex- 
tend their services in the area of 
business organization. 
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Accounting for Construction Contracts 


HAROLD E. CROSBY 


THE LaTEst figures released by one of 
the leading credit associations in 
Canada indicate that the construc- 
tion industry is just as prone to 
failure as any other segment of busi- 
ness. While the reasons for this are 
numerous and varied, poor manage- 
ment is responsible in a great many 
instances. Poor management covers 
a range of deficiencies, one of which 
is insufficient accounting data for 
judging the progress of the enter- 
prise and effecting remedies before it 
is too late. 

The large contractor does not need 
to be convinced that the proper ac- 
counting data at the right time is a 
must for a successful business opera- 
tion. However, the small and medium 
size contractor, in common with many 
businessmen, frequently regards ac- 
counting departments as an expense 
from which little benefit can be de- 
rived and hence attempts to keep this 
expense at a minimum. He is often 
content to receive a statement of his 
operations, usually prepared by his 
auditors, some months after the com- 
pletion of the fiscal period. The state- 
ment tells him how much profit re- 
sulted from the year’s operation with- 
out showing how the profit was de- 
rived or why it should be the amount 
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it is. Perhaps a sure cure for this 
complacency is to produce a state- 
ment which shows a loss. Then the 
owner realizes that if he wishes to 
survive he must take action. 

Many of the difficulties encounter- 
ed can be overcome by an adequate 
accounting system such as the one 
outlined below. 


Books of Account 

The accounting records consist of 
the usual books of original entry with 
receivable, payable, expense and gen- 
eral ledgers. In addition, an indi- 
vidual contract cost and estimate 
sheet and a summary cost and esti- 
mate sheet are maintained. The gen- 
eral ledger contains asset and liability 
accounts, a revenue account for con- 
tract billings, and expenditure ac- 
counts for contract materials, con- 
tract labour and overhead. The de- 
tails of the overhead account are re- 
corded in the expense ledger and can 
be broken down into as many classi- 
fications as desired. 

The cost and estimate sheet for the 
individual contract provides a re- 
cord of the contract price, estimated 
quantities and dollar costs for ma- 
terial, labour, overhead and profit to- 
gether with actual material, labour 
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and overhead costs accumulated on 
the contract from the commencement 
date to the end of the previous 
month. The cost and estimate sheet 
for the summary contract is simply a 
summarization of all the information 
available from the individual contract 
sheets, and in addition acts as a profit 
and loss statement. 


Estimating Contract Costs 

When an invitation to tender on a 
contract is received and accepted, the 
plans and specifications are passed to 
the estimators who “take off” the list 
of materials required. They divide 
this list into the component parts 
of the contract with as many sub- 
divisions of the main divisions as are 
deemed necessary. The number of 
hours of labour required to complete 
the job is estimated, with divisions 
into the various job classifications 
and wage rates. The estimates of ma- 
terial and labour are then priced and 
extended. The total shows the total 
estimated material and labour costs. 
The wage rates used in the pricing 
should include the basic wage rate 
plus workmen’s compensation assess- 
ment, unemployment insurance and 
any other employee benefits based on 
the employees’ earnings. To the total 
estimated material and labour costs 
is added a percentage to cover over- 
head costs for determining together 
with the desired percentage of profit. 


The estimate is then passed to the 
management of the company for a 
thorough review. Sometimes the man- 
agement wishes to make an adjust- 
ment in the “bid” price for reasons 
other than errors in the estimating. 
If any adjustment of this sort is made, 
the increase or decrease must be ad- 
justed in the estimated profit original- 
ly added to the costs. The “bid” is 


then submitted and the estimate de- 
tails are coded and placed on file. 
Should the contract be obtained, the 
estimate details serve as a basis for 
the accounting records covering the 
contract. 


Accounting for Materials 


Under the supervision of the con- 
struction superintendent, the ma- 
terials required for the contract are 
ordered. All ordering is done through 
purchase orders prepared in trip- 
licate, the first to the supplier, the 
second to the foreman on the job, and 
the third for office records. Purchase 
orders are prenumbered and require 
that the supplier’s invoices be sub- 
mitted in duplicate, bearing both pur- 
chase order and contract numbers. 
The office copy of the purchase order 
is placed on an unfilled order file un- 
til the materials have been received, 
at which time it is filed with the sup- 
plier’s invoice. 

As materials are received at the 
job site, receiving vouchers are pre- 
pared in duplicate. The first copy 
goes to the accounting office and the 
second is retained at the job site. 
They indicate the name of the sup- 
plier, the materials received and the 
contract number. The original of the 
receiving voucher forwarded to the 
accunting department is checked 
against the supplies invoice to verify 
receipt of the materials. The pur- 
chase order copy is also checked 
against the invoice to verify quanti- 
ties ordered and unit prices. After 
checking extensions and additions, 
the purchase order and receiving 
voucher are attached to the invoice 
and it is approved for entry. 

The supplier’s invoice is entered in 
the purchase journal with the total 
cost being charged against contract 
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Schedule I 
R. W. CO. WAREHOUSE Contract No. 54-G 9 
Contract Price 363,800 
Extras 16,200 Total Costs from 
Commencement to May 1, 1957 
Total Contract 380,000 
% “— “Quantity - - 7 Costs % 
of —_ Actual Actual of 
Est. Estimate to date Material — Labour Estimate to date Est. 
Material A 28,500 28,300 99.3 
B 16,000 16,700 104.4 
Cc 48,250 47,675 98.8 
D 61,500 61,000 99.2 
E 19,750 18,335 92.4 
Extras 8,000 7,450 93.1 
Total Material 182,000 179,460 98.5 
Labour A 20,300 21,500 106 
B 92,100 95,585 108.7 
C 10,100 10,300 102 
Extras 8,500 8,475 99 
Total Labour 126,000 130,860 103.8 
Total Material & Labour 808,000 310,320 100.7 
Overhead 11% 33,880 34,135 100.4 
Profit 38,120 35,545 93.2 
380,000 380,000 


Note: Estimated and actual quantities have not been completed but in practice this 


information would be inserted 


material. The second copy of the in- 
voice is placed on the cost file of the 
contract for which the material was 
purchased. 

For convenience and economy 
some of the more common items of 
construction materials may be pur- 
chased in bulk and retained in the 
company warehouse, in which case 
they would be requisitioned from the 
warehouse in the same manner as if 
ordered from suppliers. When ma- 


terials are delivered from the ware- 
house a delivery slip is prepared in 
triplicate. The first and second go 
to the accounting office, and the third 
is retained in the warehouse. The 
delivery slips received by the ac- 
counting department are priced and 
the first copies are re-capped by con- 
tracts and the total journalized to 
contract material. The second copies 
are filed on the contract cost file to 
which they pertain. 
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Schedule II 
SumMMarRY Contracts — Cost & EsTrIMATE 
ESTIMATE 
Billings Material Labour Overhead Profit Contracts in Progress 
75,500 37,000 21,000 5,800 10,000 55-G 12 
46,200 26,900 9,100 4,500 7,800 55-E 16 
330,000 163,000 112,000 27,500 27,500 56-G 3 
Completed Contracts 
120,000 41,000 20,830 6,800 38,120 54-G 9 
32,000 16,820 9,140 3,120 2.920 56-H 2 
Over or (under) Absorbed Overhead 
603,700 284,720 172,070 47,720 86,340 
265,100 128,000 88,000 21,600 27,500 Less carry over 1957 
338,600 156,720 84,070 26,120 58,840 Total volume 
33,000 Overhead for the year 
(6,880) Over or (under) absorbed 








The supplier's invoice copies and 
warehouse delivery slip copies on 
each of the contract cost files are re- 
capped and the component parts of 
the contract are charged with the ma- 
terial costs for the month. 

Every charge against contract ma- 
terials must be supported by a 
voucher placed on the contract cost 
files in order to balance the costs 
with the general ledger control. 


Accounting for Labour 

Payroll records are maintained by 
contracts and are prepared from the 
time reports which the job foreman 
is required to furnish each week. The 
gross pay, plus the workmen’s com- 
pensation assessment and the com- 


pany’s share of unemployment insur- 
ance, is charged to contract labour. 
A memorandum of the total hours 
and total dollar cost by job classi- 
fications is placed on the contract cost 
file. The weekly payroll memoran- 
da are recapped to give the labour 
cost for the month. 


Accounting for Overhead 
Accountants hold widely different 
views on the matter of accounting for 
overhead on contracts, and no doubt 
many will find good reason to dis- 
agree with the method suggested 
here. However, this basis does have 
the advantage of simplicity and at the 
same time is reasonably accurate. 


From a survey of prior years, to- 
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Schedule II 
SumMMaARY Contracts — Cost & EsTIMATE May 1, 1957 


ACTUAL 
——_—_——__——— a Total Balancefrom Inventory or 





Profit or 




















gether with knowledge of present 
conditions which will have a bearing 
on overhead costs, an estimate of the 
overhead costs and the volume of 
work which could be carried on these 
costs is prepared. From these es- 
timates is determined an overhead 
percentage charge to be added to ma- 
terial and labour costs. This percent- 
age is used when preparing estimates 
for contracts. The overhead percent- 
age is continually watched and 
amended to reflect changes in cir- 
cumstances. The revised percentage 
would be used on all subsequent es- 
timates being prepared. In spite of 
the fact that this overhead percentage 
will vary during the year, the per- 
centage which was used when es- 
timating a contract must continue to 


| Billings Material Labour Overhead Costs prior year (Advance Billing) (Loss) 
1 48,000 32,000 14,000 4,600 50,600 1,700 4,300 
36,000 26,000 10,500 3,780 40,280 (2,100) 2,180 
50,000 28,000 16,000 4,400 48,400 (1,600) 
120,000 38,460 25,690 7,055 71,205 13,250 35,545 
32,000 16,435 9,360 3,095 28,890 3,110 
(4,920) 
286,000 140,895 75,550 22,930 239,375 12,850 4,880 33,735 
27,850 
(4,920) 


be used in the accounting for the 
contract. 

At the end of each month the con- 
tracts are charged with overhead 
costs based on the contract’s over- 
head percentage and the material 
and labour costs incurred during the 
year to date. No entry is made in the 
books for the overhead costs, but they 
are recorded on the individual con- 
tract costs sheets, which in turn are 
summarized on the contract summary 
cost sheet. The total overhead 
charged to contracts as shown by the 
contract summary is compared with 
the overhead costs incurred during 
the year and the difference represent- 
ing either “underabsorbed” or “over- 
absorbed” overhead is debited or 
credited to the profit and loss column. 
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Contract Billings 

The individual contract costs as 
provided by the contract cost files 
furnish the information necessary 
for rendering progress estimates. 
Sometimes progress estimates must be 
rendered on the basis of the archi- 
tects’ approved estimates of the com- 
pleted percentage, in which case the 
contract costs would be of little value 
for billing purposes. 


Individual Costs and Estimate 

When the material, labour and 
overhead costs have been determined 
for the month, they are added to the 
totals of the previous months, thereby 
giving the total costs for the year to 
date for each contract. 

A contract not completed in the 
year in which it was commenced re- 
quires two costs summaries, the first 
to provide the costs for the fiscal 
year in order to balance with the 
general ledger controls and _ the 
second to give the accumulated costs 
of the contract from its commence- 
ment to date. 


Contract Summary 
The summary sheet is completed 
by transferring to it each of the in- 
.. dividual contracts costs for the fiscal 
year to date pertaining to billings, 
material, labour and overhead costs, 
together with the inventory or ad- 
vance billings from the previous year. 
The estimated figures are also entered 
from the individual contracts, with an 
estimate being made of the volume 
which will be carried forward to the 
next accounting period, thus provid- 
ing an estimated volume for the year. 
The estimated figures for contracts 
which were brought forward to the 
present accounting period are re- 
duced by the billings and costs of the 


prior accounting periods, showing 
only the unused portions of the es- 
timates. The totals of the contract 
billings, actual material and labour 
costs must agree with the control ac- 
counts in the general ledger. 

As contracts are completed they 
are transferred to completed section 
of the summary and the difference 
between the billings and total costs, 
representing the profit or loss on the 
contract, is transferred to the profit 
and loss column. The total of the 
profit and loss column represents the 
profit or loss on operations during the 
year. 

The differences between the bill- 
ings and total costs for those con- 
tracts which have not been com- 
pleted are entered in the inventory 
or advance billing column, and the 
total is carried to the balance sheet 
either as a current asset or current 
liability as the case may be. 


The contract summary sheet shown 
in schedule II contains three con- 
tracts in progress, two of which were 
commenced in a prior year. The first 
was carried forward as an inventory, 
the second as an advance billing. The 
third contract was commenced during 
the current period. The contracts 
completed represent one which was 
commenced in a prior year and was 
brought forward as an inventory; the 
other was commenced during the 
year. The individual contract sheet 
shown in schedule I provides the de- 
tails of completed contract no. 54-G9. 

The “extras” obtained on contracts 
are added to the original contract 
price with the costs of all extras being 
accounted for as one item. 


Accounting for Profits 


The foregoing has described the 
system as it would be if profits were 
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being taken on a completed con- 
tract basis only. Should it be desired 
to record profits on an accrual or 
progress basis, the system would be 
equally applicable, by making a 
minor change in the recording of the 
contract on the summary sheet. That 
portion of the profit which was to be 
taken into account would be recorded 
in the profit and loss column and the 
inventory or advance payment col- 
umn would be adjusted accordingly. 

The contract summary and individ- 
ual contract cost sheets will provide 


which they may assess the overall 
position of the company, as well as 
the position of each of the contracts 
still uncompleted. Firsthand knowl- 
edge and architect’s estimate of the 
progress of the job when studied in 
relation to costs incurred on the con- 
tract will quite often enable the con- 
tractor to take corrective measures 
which can mean the difference be- 
tween a profit or a loss on the con- 
tract. 

In addition, the individual con- 
tract cost sheet will be of valuable 


assistance when estimating costs on 


the management each month with 
future similar contracts. 


adequate financial information by 


ABOUT THE MINOR VICES 


There once was a time when the title of vice-president meant in U. S. 
business what it still means in the U.S. government, i.e. a man who could 
act in place of the president. This old-fashioned concept has long since been 
discarded by rank-conscious American executives. There is still only one 
vice-president of the United States, but Poor’s 1955 Register listed 150,000 
vice-presidents in 21,000 corporations. If to these are added all those vice- 
presidents who are unlisted (including thousands in subsidiary companies), 
the total may come to well over a quarter of a million. 

the greatest concentrations of vice-presidents are found in banks 
and advertising agencies. . . . The situation in advertising and broadcasting 
has been a blessing, of course, to radio and TV comedians who have fattened 
up for years on the vice-presidential hands that fed them. “A vice-president 
in an advertising agency,” wrote Fred Allen in his book Treadmill to 
Oblivion, “is a ‘molehill man’. A molehill man is a pseudo-busy executive who 
comes to work at 9 a.m. and finds a molehill on his desk. He has until 5 p.m. 
to make this molehill into a mountain. An accomplished molehill man will 
often have his mountain finished even before lunch.” 
—“The Executive Life”, by the Editors of Fortune, 
published by Doubleday & Co. Inc., 1956; p. 149 ff. 





New Office Equipment 


The Canadian Chartered Accountant has 
received information about the following 
new office equipment and business ma- 
chines: 


ELECTRONIC ACCOUNTING 


An advanced electronic data processing 
system, IBM 705-III, has been announced 
recently by International Business Machines 
Company Limited. A more versatile version 
of the IBM 705, the new system has an in- 
put output rate fast enough to read the 
equivalent of a full-length novel once every 
15 seconds. One of its important features 
is the ultra-high speed 729 Model 3 tape 
unit which can read or write business in- 
formation on magnetic tape at the rate of 
60,000 characters per second. The recording 
density has been increased so that each reel 
of tape will hold three times the informa- 
tion that was formerly stored. 

Another key factor in the 705-III’s opera- 
tion is the new 767 Data Synchronizer, 
which makes it possible for the system to 
read and compute or write and compute at 
the same time. 

Electronic and electro-mechanical prin- 
ciples are combined to bring a high degree 
of automation in a new bank bookkeeping 
machine developed by Burroughs Cor- 
poration. Called the Sensitronic, this ma- 
chine uses electronic components and mag- 
netic code stripes to perform many posting 
operations without assistance from an op- 
erator, Three magnetic code stripes on the 
back of the form are used to store the 
account number, item count, account bal- 
ance, with sign, line selection, alert notice 
and code checking information. Since the 
stripes cover only two-thirds of an inch on 
the back of the form, there is ample space 
for other printing use. 


COPYING MACHINE 
The Charles Bruning Company (Can- 
ada) Limited has brought out the Copyflex 
575, a new whiteprinter with a printing 
latitude of 46 inches. Equipped with a 
powerful mercury are lamp and a speed of 
75 feet per second, this machine can re- 
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and Business Machines 


produce sharp, black-on-white prints of any 
tracing, old or new. 


ACCOUNTING AND ADDING 
MACHINES 


A new line of Typing Sensimatics has 
been released for sale or lease by Burroughs 
Corporation. These combine an 84-char- 
acter, full-keyboard electric typewriter with 
an accumulating register accounting ma- 
chine, and are designed for flexibility in 
the handling of office paperwork, particu- 
larly in the posting and accounting areas. 
All 10 models feature a natural slope type- 
writer keyboard and can be used with 
standard forms as well as customer-designed 
posting and accounting systems. 

The world’s smallest precision adding ma- 
chine, the Addiator, is no bigger than a 
pocket comb, but it can add and subtract 
up to one million. Made of aluminum, it 
fits flat into a pocket or handbag with 
ease and is useful for checking bank state- 
ments, budgets, bills, expense accounts, 
etc. Complete with leatherette carrying 
case, it is obtainable from Hastings Indus- 
tries, 146 Wellington St. West, Toronto. 

Claimed to be the fastest portable adding 
machine and calculator on the market today 
is the Contex, an import from Denmark. 
Silver Bells Limited, 600 16th Street, Oak- 
land, Calif. are the distributors for this 
product. The machine, weighing only 3% 
Ibs. and measuring 94” x 9” x 2%”, is also 
said not to require any regular servicing be- 
cause of its original almost friction-less 
operation. 


DATA PROCESSING 


Keysort Data Punch has been introduced 
by the Data Processing Division of Royal 
McBee Corporation. The new machine 
punches Keysort cards and imprints data 
on the card face in a simultaneous action. 
Light metal Data Punch Plates give precise 
control to punching and imprinting; “Key- 
punch” type equipment is used for Data 
Punch Plate punching; standard Graphotype 
equipment is used for embossing. 








Edited by LAWRENCE G. MACPHERSON, F.C.A. 


Accounts ng Research 


Accountants in industry and in 
practice will be interested in the fol- 
lowing article by B. J. Galvin. It is 
a progress report of a research pro- 
ject currently nearing completion at 
Queen's University. 

Mr. Galvin is a member of the In- 
stitute of Chartered Accountants of 
Ontario, and of the Institute of Chart- 
ered Accountants of Scotland. 


CONSOLIDATION PRACTICES IN CANADA 
B. J. Galvin, C.A. 

This is a preliminary report on a 
survey of the consolidated financial 
statements practices of Canadian 
companies which was conducted un- 
der the auspices of the School of 
Commerce at Queen's University 
during the summer of 1957. The 
Universities’ Trust Fund of the On- 
tario Institute of Chartered Account- 
ants assisted by financing certain 
phases of the study. Two considera- 
tions suggested a need for a survey 
of this type. First, with the continu- 
ing growth of the Canadian economy 
and of individual firms within it, 
management is increasingly inclined 
to accept consolidated statements as 
the most effective means of reporting 
the financial affairs of complex busi- 
ness enterprises. Secondly, a factual 
survey of current practice would help 
to fill a gap which appears to exist 
between text book theory and docu- 
mented experiences of individual ac- 
countants engaged in consolidations. 
To these considerations might be add- 
ed a third factor, namely, that much 


Director of 
Research, C.I.C.A. 


of our knowledge on the subject is 
based on foreign sources and it would 
be interesting to see to what extent 
Canadian companies in fact follow 
the same practices as foreign com- 
panies. 

At the outset it was decided that 
the only valid way of getting the type 
of information required was to ask 
the companies concerned for it. It is 
difficult, and often impossible, to tell 
merely by examining an annual re- 
port exactly what were the consoli- 
dation problems faced by manage- 
ment and, perhaps more important, 
what criteria were employed in 
solving them. Some indication of 
the generous cooperation received 
through the use of this approach is 
evidenced by the fact that over 80% 
of the 1384 companies contacted gave 
the information asked for. 


The manner of gathering the infor- 
mation was also considered extremely 
important in its effect on the survey 
results. It was a strongly held opin- 
ion that a mail questionnaire address- 
ed to the chief financial officers of 
corporations was no substitute for full 
and frank discussions with them. It 
was, however, impracticable with 
limited time and resources to inter- 
view personally the financial officers 
of all Canadian companies publish- 
ing consolidated statements. Some 
use therefore had to be made of mail 
questionnaires but in such a manner 
that the greater part of the field, in 
terms of consolidation problems, was 
covered by personal interviews. 
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Companies Included in the Survey 


The 134 public companies includ- 
ed in the survey were chosen on the 
basis of size, for this purpose, defined 
as total assets at the disposal of man- 
agement as shown in the most recent 
annual reports on file, namely those 
for fiscal years ending in 1956 or 
1957. The reason for choosing this 
basis was that consolidation prob- 
lems were considered to be more a 
function of size than of any other 
single variable. Total assets at the 
disposal of management appeared to 
be as good an indication as any of 
the relative size of a company in the 
economy. Service industries such as 
public utilities were excluded from 
the survey, principally because of 
the influence of governmental con- 
trol over their activities. The sur- 
vey was therefore confined to com- 
panies engaged in merchandising, 
manufacturing and mining. 


The table below sets out, under 
various categories of total assets, the 
number of companies which were ap- 
proached for information and the 
method used to collect it. Personal 
interviews were achieved with 73% of 
companies with assets of over $100 
million and 45% of companies with as- 
sets between $50 and $100 million. 
In other words, over 20% of the com- 
panies included in the survey were 
interviewed personally. These were 


the companies to which most of the 
questions applied and consequently, 
from the viewpoint of complex con- 
solidation practices rather than abso- 
lute numbers of companies preparing 
consolidated statements, most of the 
information in the survey was ob- 
tained at first hand. 


The Questionnaire 

The questions asked in the mail 
questionnaire, which was also used as 
a check list of points ‘to be covered in 
the personal interviews, were aimed 
more at finding out management's 
views on typical consolidation prob- 
lems than at the techniques which 
make consolidation possible in a large 
company. 

The questionnaire attempted to dis- 
cover what criteria were employed in 
management's decision to consolidate 
in the first place, and what influence 
minority interests have on the con- 
solidation. The acquisition of sub- 
sidiaries and the resulting disposition 
of the difference between cost and 
book value of subsidiaries’ net assets 
were the subject of a number of 
questions of both principle and tech- 
niques. Other questions dealt with 
inter-company transactions with a 
view to assessing the significance of 
the elimination of such transactions 
from the annual financial statements. 


A separate section of the question- 


Companies included in survey 


Method of Companies 
Collecting 
Data No. 


(i) Personal interviews conducted 29 21 
(ii) Mail questionnaires completed 70 52 


(iii) Questionnaires inapplicable 11 9 


(iv) No response to questionnaires 24 18 
Total 134 100 


Contacted Over 100 50-100 
% No % No &% 





Class of Company 
Total Assets in Millions of Dollars 
10-49 Below 10 
No. % No &% 
19 73 10 45 - — - — 
3 2 41 we 46 76 14 56 
1 3 - — § 13 2 
3 2 5 2 7 a 9 36 


26100 22 100 | 
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naire was devoted to foreign subsi- 
diaries, exchange rates and “blocked” 
overseas earnings. However, few com- 
panies appear to have many problems 
in this category as most foreign subsi- 
diaries of Canadian companies are 
located in the United States. 


The Survey Results 

The final results of the survey will 
be published early in 1958 as a fact- 
ual report in which no attempt will 
be made to express opinions on the 
desirability or standards of current 
practice. However, a few somewhat 
subjective comments are offered here 
which are based on general impres- 
sions gained during interviews and 
from scanning completed question- 
naires, and not on tabulated answers. 

As tabulations are completed and the 

picture grows clearer, some of these 

comments will undoubtedly have to 
be revised: 

1. The appearance of unconsolidated 
subsidiaries in annual reports is 
the exception, and the consolida- 
tion of all subsidiary companies is 
the common practice in Canada. 
In most situations, consolidated 
statements are accepted by man- 
agement as the most effective 
means of giving shareholders a 
complete and fair report on finan- 
cial affairs. Therefore, only com- 
pelling circumstances of an un- 
usual nature would justifv omis- 
sion of a subsidiary from consoli- 
dation, and the onus of proof of 
their contentions clearly rests on 
those advocating against consoli- 
dation. 

2. A striking feature of many large 
corporations is the vast diversifi- 
cation of the operations carried on 
within a group either by divisions 
or departments of the parent or 
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by subsidiary companies. Where 
management of the group is or- 
ganized in divisions, the question 
of consolidation does not arise. 
Automatically, the operations of 
all divisions are presented in one 
statement. But where manage- 
ment of the group is organized in 
subsidiary companies, C.I.C.A. 
Bulletin No. 14 suggested that 
there may be grounds for exclud- 
ing a subsidiary from consolida- 
tion if its operations “differ in na- 
ture from those of the group”. 
It is fair to submit that mere 
difference in nature between the 
operations of a significant sub- 
sidiary and those of the group is 
seldom a valid reason for exclud- 
ing it from consolidation. If one 
takes the view that the consoli- 
dated statement is a report on the 
stewardship of management, it 
seems logical to include in the 
balance sheet all the assets over 
which management has direct con- 
trol and all the liabilities it is 
management's responsibility to dis- 
charge; and to include in the 
income statement all the results 
stemming from the use of assets 
provided by both shareholders 
and creditors. Management’s main 
task is to provide an adequate re- 
turn on capital irrespective as to 
where it is invested. If this ob- 
jective has been achieved there is 
little to be said for excluding a 
particular subsidiary from con- 
solidation solely because the na- 
ture of its business and its return 
on capital is different from that 
of the group. The nature of the 
subsidiary’s operations is only one 
of the factors to be taken into ac- 
count in deciding on what is a fair 
presentation of the group results. 
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It is often stated that one should 
not combine the accounts, for ex- 
ample, of a public utility and a 
merchandising concern, or those of 
a railroad and an industrial enter- 
prise. This may be true, less be- 
cause of differences in operations, 
but more because of the influence 
of governmental controls, cove- 
nants with bondholders and other 
factors affecting management's 
control over assets at its disposal. 


3. As mentioned earlier, the treat- 


ment of foreign subsidiaries pre- 
sents little difficulty in most cases 
because the subsidiaries are 
located in the U.S. which has a 
stable currency and no exchange 
restrictions. Many companies just 
add together Canadian and USS. 
dollars as if they were the same 
thing, which is all very proper at 
the present time. But if the dis- 
parity between Canadian and US. 
dollars becomes material, some re- 
visions of our traditional consoli- 
dation practices will become 


necessary. One “out” which is 
gaining popularity with Canadian 
companies with large U.S. in- 
terests is to express their state- 
ments in U.S. dollars. (Carry this 
trend to its logical conclusion 
and we may yet see financial 
statements expressed in Russian 
roubles!) There are distinct ad- 
vantages for certain companies in 
expressing their statements in 
U.S. dollars, particularly where 
domestic operations are relatively 
small, many shareholders are resi- 
dent in the U.S. and dividends are 
paid in U.S. funds. 


. Generally one could sum up by 


saying that Canadian consolida- 
tion practices follow the same 
general pattern as elsewhere, but 
there is perhaps more diversity be- 
tween extremes in practice than, 
for example, in the United States. 
In other words, there are a few 
companies who are a step or two 
behind the field, and a few others 
a step or two ahead of it. 
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Practitioners Forum 





THE DEVELOPMENT OF AN ACCOUNTING 
PRACTICE 

This month’s subject should be of 
interest to any recent graduates who 
contemplate starting, or. have started, 
their own practice. The material was 
provided by a panel discussion under 
the chairmanship of Bruce W. Matt- 
hews of Kingston, at the 1956 
C.I.C.A. Annual conference in Hali- 
fax. Alfred F. Gosling of Moncton 
has commented on the draft. 

Considerable practical problems 
face a sole practitioner who wishes to 
develop his own practice, even if he 
is a “minor leaguer”. 


Objectives 

If his practice is to develop satis- 
factorily, the practitioner should have 
a plan tailored to reach a specific ob- 
jective. He should have an idea what 
to expect in terms of number of 
clients, staff, offices, gross income, 
net income, type of work, personal 
satisfaction, prestige, financial secur- 
ity and the building of an estate. 
The main factors which motivate 
him to start his own practice 
may be to express his individuality 
and to net a greater share of the 
gross fees for himself. Accordingly, 
many a practitioner starting out with 
few clients and little capital has no 
specific plans or budget. He has to 
settle for what he can get rather than 
what he wants and often seems to be 
interested in growth for the sake of 
size alone. 


Size 

‘Size, however, is not the only cri- 
terion of success. The sole practi- 
tioner might prefer to confine his 
practice to the number of clients he 
can attend to personally. He may 
not wish to expand to the point where 
it becomes necessary to engage a 
large staff and take other chartered 
accountants into partnership. A one- 
man practice can be very profitable 
and rewarding if clients are the right 
type. 

On the other hand, if services are 
to be provided to clients who do not 
want more than a routine job at a 
reasonable fee, volume is essential to 
cover overhead and make a profit. 
There is also strength and stability in 
size. 

In either case, one of the first es- 
sentials for development is to have 
an objective and a plan for achieving 
it. The practitioner cannot stand 
still; he must either recede or ad- 
vance. Change is a natural and in- 
evitable process. The opportunities 
for growth depend on the circum- 
stances, including location, capital 
available, ambitions of the proprietor, 
personality, ability and Lady Luck. 


Timing 

It is most important to start at the 
proper time, as related to both the 
personal circumstances of the pro- 
prietor and the needs of the com- 
munity. The proprietor must have 
adequate public accounting experi- 
ence, be mature and financially able 
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to stand a few lean years. Good 
health is essential to withstand the 
rigours of seasonal peaks, deadlines 
and periodical emergencies that ac- 
company a professional practice. 

The practice must be started when 
there is a growing and flourishing de- 
mand for accounting services in the 
community selected. Usually the 
choice period is from October to Feb- 
ruary as the seasonal peak, arising 
from December year ends and per- 
sonal tax returns, runs from January 
to April. 

Recent developments in other ac- 
counting firms in the area are signifi- 
cant. Obviously, if another account- 
ant had just started to practice the 
previous year and was doing well, a 
new one is too late to have the same 
success. On the other hand, if the 
other accountants in the area are 
older and are about to retire or are 
restricting their practices, this would 
be an opportune time to begin. 


Location 

The new practitioner should go 
where the expected demand for pub- 
lic accounting services will exceed 
the expected supply. A community 
where he does not have good busi- 
ness connections or is not well known 
is a difficult location and cannot be 
recommended, especially if he is a 
married man with a family. Even 
with some connections, development 
is bound to be slow. The amount of 
capital required will depend on the 
length of time it takes to get the 
business on a self-supporting basis. 
The greater the need for services in 
the community, the faster the pro- 
gress and the less the capital needed. 


Obtaining Clients 


The solicitation of the clients of 
another accountant is contrary to our 


rules of ethics. Accordingly, no ac- 
countant should take this means of 
building a practice. In addition, 
there are good business reasons, from 
a long range point of view, for not 
soliciting. One does not gain a 
client’s respect or attract the right 
type of client by an unethical ap- 
proach. 


The code of professional ethics 
does permit publishing a professional 
card in a public advertising medium. 
In the smaller communities, it is quite 
customary to advertise regularly in 
the local paper, but this is rare in the 
larger centres. 


There is a great diversity of views 
on the advisability of advertising. 
One view is that it may be worth- 
while for the practitioner to advertise 
in a medium that reaches people who 
know him or to whom his name has 
significance, but it is a waste of 
money to advertise in an attempt to 
attract strangers. 


There are professionally acceptable 
ways of “advertising”, such as send- 
ing out announcement cards when- 
ever any change in the constitution 
of the firm takes place. Participation 
in community activities is recom- 
mended. Addressing service clubs 
such as the Rotary or Kiwanis is rare. 
but worthwhile. Other activities 
which keep the accountant’s name be- 
fore the public, such as writing for 
publication, are good indirect adver- 
tising. Public service should be un- 
dertaken on a genuine and sincere 
basis to benefit the community. While 
undoubtedly benefits will accrue to 
the public accountant, these are really 
secondary. An insincere approach to 
community efforts for selfish reasons 
is not likely to prove profitable or 
bring lasting results. 
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PRACTITIONERS FORUM 


Methods 

All accountants agree that doing a 
good job, working hard, and building 
a satisfied clientele is the best way of 
developing an accounting practice. A 
recommendation from a__ satisfied 
client is the best means of obtaining 
a new client. Once the accountant 
has been recommended, of course, it 
is up to him to keep the new client 
satisfied. 

A competent, well-trained | staff, 
properly supervised, with good mor- 
ale, is essential if the organization is 
to grow to any size. Keeping up-to- 
date and active in professional activi- 
ties is also important for the long 
pull. 


Direct Expansion 

The history of most of the larger 
accounting firms shows some merging 
with established sole practitioners or 
smaller firms. If the accountant is 
ambitious to develop a large firm the 
possibilities of merging will have to 
be explored. This certainly seems to 
be the fast way to build a large or- 
ganization. Of course, the larger firm 
will still have problems, but there will 
be more heads to consult and more 
backs to put to the wheel. An in- 
dividual practitioner merging with a 
large firm may not find the fulfilment 
he wants. Many advantages, such as 
security, are Obtained, but his indi- 
viduality may become submerged. 


Taking in Partners 

Very serious consideration should 
be given before forming a partnership 
with anybody. A partnership is a 
close personal relationship, and the 
practitioner should be quite sure of 
the prospective partner and under- 
stand his outlook, habits, ethics and 
approach to professional practice. In 
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these matters, there must be a meet- 
ing of minds. 

The main practical difficulty in 
forming partnerships lies in personal 
relationships. The partners must be 
congenial, have common objectives 
and complete confidence in each 
other, and be able to work together. 
Partners may have more than average 
ability, but if they are not congenial 
and trustworthy by nature, it is un- 
likely that their firm will reach its 
maximum potential. For this reason 
many practitioners prefer to practise 
alone. 

Purchase of another practice may 
involve personality problems if any 
of the partners of the firm purchased 
are retained in the new partner- 
ship. Usually, a considerable amount 
of money is required to buy out a de- 
sirable practice. Finding a practice 
for sale on reasonable terms is just as 
difficult these days as obtaining new 
clients from scratch. Of course, one 
successful purchase is all that may be 
needed to launch a new firm. 


Branches 

The idea of growing by opening 
branch offices often appears attrac- 
tive. However, branches should not 
be opened unless there is a specific 
need for them. If “out-of-town” 
clients need more personal attention 
than can be given from a distance, it 
may be advisable or even essential to 
open a branch in their community in 
order to retain those clients and keep 
them satisfied. If there is some rea- 
sonable potential for growth to an 
efficient size and if the proper man 
can be obtained to head up the office 
as resident partner or manager, then 
this type of development would ap- 
pear sound for those who have am- 
bitions to develop a large organiza- 
tion. 
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A small firm is probably better 
without branches as the problems of 
supervision from a distance are con- 
siderable. Branches require more 
formal procedures and an office man- 
ual becomes necessary. There is 
more involved than just renting an 
office and placing a man there and 
telling him to go ahead. 

A serious problem arises if a 
branch manager decides to leave. 
Unless there is sufficient depth in the 


from outside. Finding a partner of 
the right calibre, at short notice, is 
no mean task. 

As indicated by the discussion at 
Halifax, there are many matters to be 
considered in developing an account- 
ing practice, such as objectives, loca- 
tion, obtaining clients and partners. 
As in any business venture, the re- 
quirements are preparation, hard 
work, good judgment and appropri- 
ate abilities. 


organization, he must be replaced 


DIFFERENT AUDIT STANDARDS FOR SMALL CLIENTS? 


Professional standards should not vary as between large and small 
clients, opines Robert E. Witschey, C.P.A. in a paper presented before the 
1958 Middle Atlantic States Conference of accountants. There is, he notes, 
but one ultimate standard: the assurance in the C.P.A.’s mind “that each 
engagement has been completed in conformance with the accepted practices 
of the profession”. The components of this standard are independence, im- 
partiality, knowledge, and good judgment. 

It may be extremely difficult for a public accountant serving small 
clients who are close personal friends — those with whom he lunches, plays 
golf, visits, accompanies to church -- to maintain independent judgment in 
every engagement. This is so because as one associates with close friends he 
“assumes something of the colour of their ideas”. But “a line must be drawn 
at that point where friendship might interfere with independence of judg- 
ment”. 

As for impartiality, the accountant is “duty bound to make a full and 
accurate disclosure of the facts as he finds them” even though it be ob- 
jectionable to the client. 


On the subject of knowledge, Mr. Witschey points out that since the 
practice of accountancy presents increasingly complex problems almost daily 
current reading in accounting, auditing, taxation, budgeting, management. 
and other fields is essential. He advises reading the professional magazines, 
the Institute’s accounting research and auditing bulletins, the CPA Handbook, 
and similar works. 

“Standards of ability and training, and therefore of judgment, vary con- 
siderably between individuals”, observes Mr. Witschey. To help individual 
practitioners improve the quality of their judgment, he recommends that 
the profession continue to provide guidance as well as “something against 
which the practitioner may check his opinions and methods”. 
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Tax Review 


“COMMUNITY INCOME 


Considerable attention and pub- 
licity has been given to a recent de- 
cision of the Income Tax Appeal 
Board' which held that, by reason of 
the law of community of property be- 
tween husband and wife in the Prov- 
ince of Quebec, the appellant-hus- 
band was liable to tax on only one- 
half of the income of the community 
property for the years under appeal. 

It is rather remarkable that this 
issue had not been previously raised 
during the entire period since the 
first enactment of income tax legisla- 
tion in 1917, particularly when a com- 
parison is made with the treatment 
of community income in the United 
States, which was first raised in that 
country in 1926 and finally resolved 
in 1948 when all married couples 
were granted the right to split their 
income for federal income tax pur- 
poses. In the application of the split 
income privilege, the aggregate of the 
incomes of the consorts is determined, 
income tax is calculated on one-half 
of that total, and the resultant figure 
multiplied by two to arrive at the 
total tax liability of both spouses. 

The concept of community of prop- 
erty may not be too well known in 
the provinces of Canada, other than 
Quebec, and an understanding of the 
fundamental principles is necessary 
background for any appreciation of 
the reasons for the judgment. 


1No. 445, published October 1, 1957. 


BY A. WILLARD HAMILTON, C.A. 





In the case under review, the fact 
that the taxpayer was in community 
of property with his wife (i.e. that he 
did not have a marriage contract ) was 
not disputed. It was also admitted 
that he had very little in the way of 
property at the time of his marriage. 
Where there is no marriage covenant 

. “the consorts are presumed to 
have ‘intended to subject themselves 
to the general laws and customs of 
the country, and ey to the 
legal community of property . . 
(Article 1260 of the Civil Code of 
the Province of Quebec) 


The problem to be resolved, there- 
fore, was whether under the Income 
Tax Act and the Civil Code of Que- 
bec the appellant was liable for in- 
come taxes on one-half only of the 
community income. 

One of the main points at issue 
in this decision concerned the posi- 
tion of the wife in relation to the 
community property. Does the wife 
obtain a vested interest immediately 
upon the conclusion of the wedding 
ceremony in all of the community 
property, or does she merely receive 
an interest in expectancy? The con- 
tention of the appellant was that the 
wife's right is a vested interest which 
becomes hers immediately upon the 
solemnization of the marriage; numer- 
ous sections of the Quebec Civil Code 
were referred to in support of this 
contention. 

Article 1269 states: 

Community, whether legal or conven- 
tional, commences from the day the mar- 
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riage is solemnized; the parties cannot 

stipulate that it shall commence at any 

other period. 

In the opinion of Mr. W. S. Fisher, 
Q.C., of the Income Tax Appeal 
Board, who rendered the judgment in 
this most important case, “This .... is 
a clear statement that the community 
of property exists from the moment 
of the solemnization of the marriage 
and is not merely an expectancy upon 
the dissolution of the community; it 
is something which commences its 
existence from the very moment that 
the marriage is solemnized.” 

Article 1272(2) of the Code states 
that the community property consists: 

Of all the fruits, revenues, interest, 
and arrears of whatsoever nature they 
may be, which fall due or are received 
during the marriage, and arise from 
property which belonged to the consorts 
at the time of their marriage, or from 
property which has accrued to them 
during marriage, by any title whatever. 


It appears, therefore, that all in- 
come from whatsoever source, re- 
ceived either by the husband or the 
wife during their marriage, falls into 
the legal community of property and 
is subject to the provisions of the 
law as set forth in the Code. 

Counsel for the Taxation Division 

_submitted that the husband’s right to 
administer and manage the commun- 
ity property supported his contention 
that the community does not come in- 
to existence until the date of its dis- 
solution and that until such time the 
wife has only an interest in expect- 
ancy. However, it became apparent 
from an examination of the provisions 
of the Code that various rights exist- 
ing to the wife — the right to ask for 
dissolution and petition in the case of 
maladministration of the assets by the 
husband — the right of the wife to re- 
nounce her share in the community 


of property — were clear evidence of 
her being a co-proprietor in the com- 
munity property. In connection with 
the right of renunciation, Mr. Fisher 
remarked, “It appears axiomatic that 
one cannot renounce something un- 
less it has existence in the first place.” 
He reached the conclusion that a wife 
who comes under the provisions of 
the law in respect of legal community 
of property in the Province of Que- 
bec is, from the date of her marriage, 
an owner of one-half of the vested in- 
terest in the community of property 
and not merely the owner in the 
right of expectancy of one-half of 
such property. 

The judgment deals in a compre- 
hensive manner with the argument of 
counsel for the Minister, based chiefly 
on two points— 

1. That the community is funda- 
mentally a kind of partnership be- 
tween husband and wife, and 

2. That it is a partnership to which 
the ordinary rules of partnership 
do not apply since it has rules 
of its own. 


From this premise, it was contend- 
ed that community of property is an 
institution, which during its existence, 
is fused or is merged in the person of 
the husband only, to the exclusion of 
the wife, the wife’s right to her in- 
terest being exercised or obtainable 
only on dissolution. 


It has long been established that 
income tax is imposed on the person 
and not on the property, and nowhere 
could Mr. Fisher find a reference to 
support the view that community of 
property as it exists in the Province 
of Quebec should be regarded as a 
“person” and subject as such to tax 
under the provisions of section 2(1) 
of the Income Tax Act. The provi- 
sions in article 1292 of the Code, 
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TAX REVIEW 


which gives the husband alone the 
right to administer the property of 
the community, was found to be 
merely an appointment in the capac- 
ity somewhat in the nature of an 
agent for himself and his wife. Mr. 
Fisher quoted with agreement the 
following opinion of Mr. Justice 
Roberts of the Supreme Court of the 
United States in Burns-Poe v. Sea- 
born: 

We are of the opinion that under the 
law of Washington, the entire property 
and income of the community can no 
more be said to be that of the husband, 
that it could rightly be termed that of 
the wife. 

Mr. Fisher’s findings are well sum- 
med up in the following words: 

After careful consideration, I am un- 
able to concur in this submission of re- 
spondent’s counsel. As already indicated, 
I am of the opinion that the wife has a 
vested interest at all times in her one- 
half of the community property, whether 
income or capital; that the legal com- 
munity of property under the Quebec 
Civil Code is not a separate and dis- 
tinct “person” such as is envisaged in 
the definitions in the Civil Code and in 
the various Income Tax Acts; that the 
husband is only the agent for himself 
and his wife in respect of the com- 
munity of property; and that there is no 
provision in the Income Tax Acts under 
which tax can be legally assessed against 
the husband on the full amount of the 
income arising from the community 
property, since the husband is not the 
owner of all the property but only the 
owner of one half thereof. Accordingly, 
he is liable for income tax on one half, 
only, of the income which comprises 
part of the legal community of property. 
He was unimpressed with the argu- 

ment that the incidence of taxation 
would fall unevenly on married tax- 
payers throughout the country and 
that those in community of property 
in the Province of Quebec might 
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gain more favourable treatment in 
contrast to taxpayers resident else- 
where. He further expressed the view 
that if it is felt that there should be 
uniformity across Canada in the treat- 
ment of income received by husband 
and wife, whether they are in com- 
munity of property or not, the remedy 
lies with the legislature to enact 
whatever legislation may be necessary 
to achieve the desired uniformity, 
either by placing all husbands and 
wives on the same basis as those who 
come under the law of legal com- 
munity of property or by taking away 
from those in community the right, 
which he felt they presently have, to 
each report one-half of the income re- 
ceived in the year in respect of the 
legal community. 

As indicated by Mr. Justice Roberts 
in the United States Supreme Court 
judgment, it does not lie with the 
courts to attempt so to interpret the 
law as to provide uniformity through- 
out the land if, in fact, some taxpay- 
ers are able to gain some advantage, 
or even to suffer some disadvantage, 
by reason of the special provisions of 
the law of the land existing, under 
certain circumstances, in their part of 
the country. 


As already remarked, there would 
seem to be a parallel between the 
situation which now develops in Can- 
ada by reason of Mr. Fisher's decision 
and developments in the United 
States from 1926 until 1948, when the 
split income privilege was incorpor- 
ated into their law. 

Although eight states operated un- 
der a community property system de- 
rived from French or Spanish ante- 
cedents at the time of the adoption 
of the United States Federal income 
tax in 1913, the laws of each state 
had to be considered separately be- 
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cause of individual differences. In 
the first test case involving taxability 
of community income (U.S. v. Rob- 
bins (1926) ), the U.S. Supreme Court 
held the husband taxable on the en- 
tire community income on the ground 
that under the California law, the 
wife had a mere expectancy and not 
a present interest in the community 
property. In 1930 and 1931, the U.S. 
Supreme Court, in a series of five 
cases commencing with Poe v. Sea- 
born (1930), involving the laws of 
four other states and an amended 
California law, recognized the right 
of equal division of the community 
income between spouses for federal 
tax purposes on the ground that 
under the revenue statute the in- 
cidence of tax followed the owner- 
ship of income as determined by 
state law. Thereafter, the same rule 
was administratively promulgated for 
the remaining three community prop- 
erty states. 

Various proposals were unsuccess- 
fully made at several legislative ses- 
sions to equalize federal tax treatment 
of married couples by placing spouses 
in community property states on the 
same footing as those in the other 
states. In 1941 a measure requiring 
mandatory joint returns was defeated 
in the House of Representatives and 
a measure taxing community income 
to the spouse who eared it or had 
management or control over it was 
defeated in the Senate. However, 
certain amendments were passed in 
1942 to provide that community prop- 
erty should generally be treated for 
estate and gift tax purposes in the 
same manner as property in the other 
states. 

In the meantime four additional 
states adopted the community proper- 
ty system and the legislatures of at 
least seven other states were consider- 


ing adoption of the community prop- 
erty system just prior to enactment of 
the 1948 Revenue Act. Moreover, tax- 
payers in the common-law states were 
resorting to various techniques in an 
effort to divide family income for 
federal income tax purposes. 


The solution adopted in the Rev- 
enue Act of 1948 was to grant all 
married couples the right to split 
their income for federal income tax 
purposes by filing a joint return. This 
principle was carried over into the 
estate and gift tax provisions by 
adoption of the marital deduction and 
split-gift devices and the 1942 estate 
and gift tax amendments were re- 
pealed. Following passage of the 
1948 Revenue Act, the four states 
which had recently adopted the com- 
munity property system returned to 
the common-law property system and 
now only the original eight states 
have the community property sys- 
tem. 

The U.S. Supreme Court decisions 
noted above were based upon statu- 
tory construction rather than upon 
constitutional grounds. Since legisla- 
tion proposed to abolish the favour- 
able tax treatment of community in- 
come consistently failed of enactment, 
the constitutionality of such propos- 
als has remained untested and, of 
course, concern in such a test now 
would be of academic interest only. 


The effect of the split income priv- 
ilege in Canada for married couples 
without childen, assuming the aggre- 
gate income to be earned income of 
the husband, is disclosed in the tabu- 
lation at the top of the next page. 


It may well be that a challenge 
to the constitutionality of remedial 
legislation in Canada would find sup- 
port in the rights of the Provinces, 
and their citizens, as established by 
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TAX EFFECT OF SPLIT INCOME IN CANADA 


Tax 
Aggregate Present (joint return 
Income Tax basis ) Saving Percentage 
$ 5,000 $ 510 $ 470 $ 40 7.8% 
10,000 1,560 1,360 200 12.8% 
15,000 3,160 2,400 760 24.0% 
25,000 7,360 5,230 2,130 28.9% 
50,000 19,660 15,580 4,080 20.7% 


the British North America Act. Per- ed that the basic exemption of $2,000 
haps the adoption of the U.S. solu- for a married peson has remained un- 
tion, ie. the split income privilege, changed since 1949, since which time 
to this troublesome problem might the cost of living index (and Govern- 
find greater acceptance among Can- ment spending!) has shown a ma- 
adian taxpayers when it is remember-_ terial increase. 


FORMULA FOR POOR COMMUNICATION 


Under-information, multiplied by over-interpretation, equals poor com- 
munication. This formula is working every day. The sender supplies too few 
facts, and presents them in such a manner that they will not be grasped. 
The receiver then takes whatever he grasps most easily and multiplies it by 
preconceived notions, wishful thinking, prejudices and other over-interpreta- 
tions. The sender then has to puncture all the over-interpretations before he 
can communicate correctly. And some of them prove to be so puncture-proof 
that he has to wait for them to wear out. 

For a good mental picture of this situation, consider the cat which has 
three tails. You met this cat in your high-school days. In case you have for- 
gotten, his genesis goes like this. First you admit that no cat has two tails. 
Then you admit that one cat has one tail more than no cat. One plus two 
equals three: ergo, one cat has three tails. 

—E. L. Cady, “Creative Communication”, published 
by Reinhold Pub. Corp., 1956; p. 21 
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Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“HIGHLIGHTS IN CURRENT FINANCIAL 
Reportinc” by J. Sinclair Armstrong. 
The New York Certified Public Ac- 
countant, November 1957, pp. 765- 
778. 

The personal views of the former 
chairman of the Securities and Ex- 
change Commission on recent major 
accounting and financial develop- 
ments involving the Commission are 
of concern to Canadian accountants, 
particularly when some of his com- 
ments relate to registration and cer- 
tification standards applicable to 
foreign private issuers seeking to 
raise capital in the United States. 


Although none of the relevant legis- 
lation makes a distinction between 
domestic private issuers and foreign 
private issuers, or between domestic 
accounting firms and foreign account- 
ing firms, Mr. Armstrong is sure that 
~Congress intended foreign private 
issuers to meet the same standards of 
disclosure as domestic private issuers. 
The Commission has, in fact, required 
such compliance in the registration of 
securities under the Securities Act of 
1933, he reports. But some foreign 
registrations have been accepted in 
which either the auditing procedures 
or the application of accounting prin- 
ciples have differed from American 
practice. These, states Mr. Armstrong, 
have been met with a mixed recep- 
tion by American accounting prac- 
titioners. 


To combat this last deficiency, the 
author would require any business or- 
ganization that operates and sells its 
securities in several countries to have 
its accounts audited by a firm which 
practises in those countries. A pro- 
vision to this effect already exists in 
the Investment Company Act of 1940. 

Further restrictions of this nature, 
encompassing a much wider field 
than investment companies, may well 
meet with a mixed reception from 
the many competent accounting firms 
outside the United States who do not 
enjoy an international reputation. 


FINANCE 

“ACCOUNTS RECEIVABLE FINANCING AS 
A METHOD OF BusINEss FINANCE” by 
Dr. C. W. Phelps; published by the 
Commercial Credit Company, Balti- 
more, Maryland; p. 65; N/C. 

“Accounts Receivable Financing as 
a Method of Business Finance” is the 
second study published by the Com- 
mercial Credit Company in a series 
entitled “Studies in Commercial Fi- 
nancing”. The publication of the 
present study has been prompted by 
the growing importance of this form 
of financing in the United States; 
figures cited by the author reveal that 
the volume of non-notification ac- 
counts receivable financing rose from 
$536 million in 1941 to $5.6 billion 
in 1956. 

Following a brief discussion of 
the origin, development, and nature 
of accounts receivable financing, the 
author explains the reasons for its 
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widespread use by business firms, the 
costs involved, the supplementary fi- 
nancing services which are offered in 
conjunction with it, and the recent 
trends in this area of business finance. 

A topic of this magnitude can be 
sketched only briefly in a book of 65 
pages. Nevertheless, Dr. Phelps is 
to be commended for presenting his 
study in sufficient depth to enable his 
readers to acquire a reasonably thor- 
ough initial understanding of the 
subject. 

Copies of this book for classroom 
use and other educational purposes 
may be obtained without charge from 
the publisher. 


PROFESSIONAL 
“STATISTICS ON THE ACCOUNTING PRO- 
FESSION” by James E. Hammond. The 
Journal of Accountancy, November 
1957, pp. 42-49. 

About three-quarters of the firms 
replying to a questionnaire initiated 
by the American Institute’s committee 
on professional statistics reported that 
a particular area of their practice 
was growing more rapidly than the 
others. Of the 2,200 responding firms, 
36% reported that their tax practice 
was increasing most rapidly; 22% re- 
ported audits leading to reports, and 
nearly 16% reported other manage- 
ment services as growing most rapid- 
ly. This trend applied regardless of 
region or community, reports Mr. 
Hammond. 

About one-half of the firms answer- 
ing the questionnaire also indicated 
that a particular area of their prac- 
tice was decreasing more rapidly than 
the others. Other auditing, write-ups 
and preparation of statements were 
reported as decreasing by 39% of the 
firms. Nearly 26% reported audits 
leading ‘to reports as a second area in 
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which their practice was decreasing, 
and approximately 12% reported a 
decline in system design and installa- 
tion. 

The average number of clients on 
a national and regional basis is 16 to 
20 clients per man, with a variation 
depending on the size of the account- 
ing firm. Offices with 10 or more 
practitioners report less than 10 
clients per man; those having 5 to 9 
C.P.A.’s average 11 to 15 clients per 
man. 

Income figures determined by the 
questionnaire appear to be low: the 
national median income of principals 
under 35 years of age is in the $7,500- 
$10,000 range; for principals over 35 
years of age, in the $12,500 to $15,000 
range. Staff men under 35 years of 
age average $5,000-$7,000; those over 
35 years of age earn between $7,500 
and $10,000. These figures undoubt- 
edly contain a bias resulting from the 
lack of large firms participating in the 
survey. 


SHORTER NOTES 

“How to Set Frees, Pay STAFF AND MAIN- 
TAIN Recorps” by B. B. Isaacson. The 
Ohio C.P.A., Autumn, 1957, pp. 163-170. 

The new editor of the “Practitioners’ 
Forum” in The Journal of Accountancy 
offers some practical tips on personnel and 
public relations. 


“ACCOUNTING FOR NONFERROUS MINES” by 
Eustace LeMaster. The Journal of Account- 
ancy, November 1957, pp. 57-60 

A discussion of some of the significant 
variations in accounting principles and pro- 
cedures in mine accounting as distinct 
from manufacturing accounting, with special 
emphasis on the treatment of depletion, ex- 
ploration and development, and expendi- 
tures during the commercial stage. 

The discussion opens with an explana- 
tion of mine accounting’s fundamental con- 


cept: 
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“Total receipts from retail sales minus 
the sum of costs of property, exploration, 
development, plant, equipment, mining, 
treatment, transportation and_ refining 
equals gains or loss.” 


“Wy not Capacity Costinc?” by R. K. 
Jones, NAA Bulletin, November 1957, pp. 
13-20. 

Presenting capacity costing as an alter- 
native to “full absorption” and direct cost- 
ing, the author of this article describes its 
advantages and disadvantages and identifies 
its requirements and uses. “Capacity cost- 
ing” is stated as absorbing all variable 
costs, as in direct costing, plus the portion 
of fixed expenses which the volume of pro- 
duction utilized bears to the attainable ca- 
pacity. 


“APPLICATION OF REGRESSION METHODS TO 
Cost Anatysis” by L. I. Miller. Cost and 
Management, October 1957, pp. 346-355. 

Should the application of burden to pro- 
duct cost be based on a uniform percentage 
of direct labour cost? Is direct labour cost 
an appropriate rate for burden absorption? 
Should the same burden rate be used in 
different departments? 


In this article. the author illustrates how 
statistical methods of measuring costs may 
be used to answer these and other cost 
analysis problems. In many cases, he finds, 
regression methods are less costly to apply 
than many of the conventional methods. 


“AUDITING THE GENERAL ACCOUNTING 
Activity” by E. B. Murray, The Internal 
~ Auditor, September 1957, pp. 18-28. 


The author examines the underlying 
motives and principles of five similar in- 
ternal auditing techniques, and _ illustrates 
them with useful case studies. Meriting the 
careful attention of the practising internal 
auditor, this article also contains many 
items of interest to external auditors. 


“THe ARMy’s INTERNAL AupIT PROGRAM” 
by J. A. Robbins. The Federal Accountant, 
September 1957, pp. 25-37. 

The chief of the Internal Audit Division 
of the U.S. Army Audit Agency discusses 
the organization of the agency, the sched- 
uling of audits, staffing problems, installa- 


tion-type audits, vertical audits, and other 
significant aspects of the United States 
army audit program. 


“Use oF ELECTRONIC COMPUTERS IN Govy- 
ERNMENT ACCOUNTING” by F. L. Cronan. 
Municipal Finance, November 1957, pp. 62- 
66 


A factual analysis by the controller of the 
City of New Haven, Connecticut, of the ad- 
vantages derived at both the local and state 
level of government from the introduction 
of E.D.P. The reasons influencing New 
Haven’s consideration of an electronic com- 
puter are discussed. 


“Mote, AccounTiInc” by C. Vernon Kane. 
The New York C.P.A., August, 1957, pp. 
538-548. 

An article intended to serve as an ac- 
countant’s guide to the installation and ad- 
ministration of a system for the typical 
motel, as distinguished from larger hotel 
operations. Topics include internal control, 
system of accounts, system installation, the 
daily report, interim audit work and year- 
end examination. 


“PRICING PROPERTY RETIREMENTS IN A 
Pustic Urmiry” by W. H. Snow and J. R. 
Fleming. N.A.A. Bulletin, July, 1957, pp. 
1391-1402. 

An account of the problems which beset 
one public utility in costing out property 
retirements. It deals with the procedures 
originally employed by the company, the 
detection of fallacies embodied in them, the 
corrective techniques used, and the means 
of determining the extent to which the cor- 
rections were effective. Depreciation policy 
is also considered. 


BOOKS RECEIVED 

“Overhead Costing” by R. Lee Brummet; 
School of Business Administration, Uni- 
versity of Michigan, Ann Arbor; pp. 157; 
$5.00 (To be reviewed ). 
“Accounting Reports for’ Management” by 
Ronello B. Lewis; Prentice-Hall, Inc., New 
York; pp. 187; $15.00 (To be reviewed). 
“The Fundamentals of Accounting” by Don- 
ald H. MacKenzie; Brett-MacMillan Ltd., 
New York and Toronto; pp. 742; $6.25 
(To be reviewed). 
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Students Department 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen’s University 


CORRESPONDENCE 


Toronto, Ontario 


Sir: W. A. Paton and A. C, Littleton in 
“An Introduction to Corporate Accounting 
Standards” use the term “price-aggregate” 
for the amount by which a transaction is 
quantitatively expressed in accounting state- 
ments. In theoretical writing a term such 
as this can be very useful, but this partic- 
ular linkage of unrelated words is unpleas- 
ing to the ear and cumbersome to use. 
Latin suggests a word to replace this which 
is not only more euphonious but also more 
suggestive of the idea Paton and Littleton 
are striving after — quantum. 

To illustrate the greater usefulness of this 
term, I have altered the following quota- 
tions from the book by substituting “quan- 
tum” for “price-aggregate”. 

“The consideration or quantum of an 
exchange may express the mutual valua- 
tion of the buyer and seller as of the 


moment of exchange and .. . a record 

of such quantum may be viewed as a 

record of value.” 

“The quantum of a residual equity 
contract can be called ‘capital stock’.” 

“The concept of accounting subject 
matter as quanta resulting from ex- 
changes thus becomes a much-needed 
device for coordinating a number of re- 
lated concepts.” 

In effect, quantum means the “how- 
muchness” of a business transaction cal- 
culated according to accounting conventions, 
and it is obviously very satisfactory for use 
in such statements as those above, and to 
say that the financial statements summarize 
the quanta of business transactions is more 
likely to mean something to persons un- 
acquainted with this particular book. 

P. F. OLIPHANT 
( student-in-accounts ) 


PUZZLE 


King Arthur and his Queen invited five Knights and their wives to dinner 
at the Round Table. At the dinner, no husband sat next to his wife, 
but each was separated from his wife by the same number of places. The 
Queen sat opposite to Lady Credit, while Sir Balance sat three places to 
the Queen’s left. Sir Asset was three places to Lady Balance’s right. Lady 
Expense was two places from the Queen. Lady Asset sat opposite to Lady 
Debit. 

Draw a plan of the table showing how the twelve diners were seated. 
(Contributed by a reader in Port Credit, Ontario) 


The solution to this puzzle appears at the end of the problems and solutions. 
71 
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ON THE FORM OF LETTERS 


We have been attracted recently by a letter from a well-known chartered 
accountant. The letter begins, as usual, with our name and address, but then 
instead of saying “Dear Mr. Smyth”, it states on a separate line in capitals 
the purpose of the letter as, for example, 

REQUEST FOR EXPLANATION OF SOLUTION TO PROBLEM I, MAY ISSUE. 

The letter does not conclude, either, with “Yours truly”; it presents simply 
the signature of the writer. 

Most sensible, we thought. If one considers that a synonym of “dear” 
is “expensive”, how foolish to start a letter, “Expensive Mr. Smyth . . .”! 
If we must have a salutation, better surely to begin as the Secretary of State 
for Canada does in letters patent, with “GREETING’; or, for a letter to a 
close friend (someone who is reconciled to one’s idiosyncrasies) with the 
simple, yet ever effective, “HELLO”. 

And a brief statement of the purpose of the letter, at the outset, would 
impose a beneficial self-discipline on the writers of many letters. It is no 
bad thing to have to decide in advance what one is writing about. 

As for the ending, “Yours truly”, the possessive term “yours” is, now 
that we think of it, only appropriate for couples in love, and the “truly” must 
mean, “I really mean it.” The translation of “Yours truly” becomes, then, “I 
am all yours, not mine at all, and I really mean it.” Is this, we ask, really the 
way to end a business letter? 

Perhaps we should add, however, for the benefit of those students who 
will be answering examination questions asking for letters from that perennial 

fellow “C.A.”, that they should abide by the traditional form of letter, and 
wait until they have passed their last examination before they proceed to 
assert their independence of spirit in this respect. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, 
and reflect the personal views and opinions of the various contributors. 
They are designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problems as will make their study 
of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM 1 


Final Examination, October 1956 
Auditing II, Question 1 (15 marks) 

Outline the audit procedures which CA would undertake in the course of 
his annual examination of the accounts of D Co. Ltd., incorporated under 
the Companies Act (Canada), in order to form an opinion on the following 
items appearing in the year end financial statements: 


A 





A 
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In BALANCE SHEET 
Current liabilities 
Estimated income taxes payable .....................0000 eee eeeee $190,000 


Deferred credit 
Accumulated income tax reduction applicable to future years ........ $110,000 








In STATEMENT OF PROFIT AND Loss 
Taxes on income 
Were gayanne 168 CHS. FOOT ogi isi ees nde $350,000 
Current year’s tax reduction applicable to future periods 110,000 $460,000 





A SOLUTION 


Audit Procedure for Income Taxes Payable, Deferred Credit and Income 
Tax Expense 

1. Determine that the amounts relating to income tax reported in the balance 
sheet and statement of profit and loss are in agreement with the books. 

2. Examine assessments of prior years received during the year and com- 
pare with related receipts to establish the last year assessed and paid. 
Vouch the payments made during the year and reconcile the payments in 
respect of prior year’s taxes with the amounts shown on the assessments 
-and prior tax returns. 

3. Verify the liability for the period still unassessed and check the effect on 
the total tax liability of changes shown on prior years’ assessments. 

4. Check the method of computing income to make sure that it is consistent 
with that used in previous years. Analyse the expenses for the current 
year for non-allowable items and check these to the tax return. 

5. Check the computation of current taxes on the basis of the depreciation 
reported in the profit and loss statement. Ascertain that the current charge 
reported in the profit and loss statement takes into account any minor 
adjustments of prior years’ taxes. 

6. Check the calculations of capital cost allowance. 

7. Check the computation of the current tax liability on the basis of the 
capital cost allowance. 

8. Verify the deferred credit item reported on the balance sheet in terms 
of the difference in the two computations of income tax. 


PROBLEM 2 
Final Examination, October 1956 
Auditing II, Question 5 (12 marks) 

B, the owner of a substantial number of shares of X Co. Ltd., incorp- 
orated under the Companies Act (Canada), has come to you for assistance 
in understanding the balance sheet presentation of the company’s funded 
debt. 
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The comparative balance sheet included in the annual report for the year 
ended January 1, 1956 sets out the following information relating to the com- 
pany’s funded debt: 





Jan. 1 Jan. 1 
1955 1956 
In CuRRENT ASSETS 
Bonds: 
X Co. Ltd. issued and repurchased — at cost ...... $ 78,008 $ 48,015 
In LIABILITIES 
FIRST MORTGAGE SERIAL AND SINKING FUND BONDS 
Authorized: Cee $2,500,000 
Issued: 
$1,250,000 of which $450,000 ($400,000 
— 1955) have matured. 
Outstanding: 
e 3%% serial bonds due February 1, 1955. . $ 50,000 
4% sinking fund bonds due February 1, 1966 800,000 $800,000 





$850,000 $800,000 














The directors report states that the company had redeemed on February 
1, 1955, $50,000 of the 34% serial bonds due on that date. 

Under the terms of issue of tthe funded debt dated February 1, 1946, the 
serial bonds are callable at 101, and the sinking fund bonds at 103 on or 
before February 1, 1955, with the premium decreasing % of 1% for each year 
until February 1, 1965. Thereafter the sinking fund bonds are callable at 
par. The sinking fund provisions are to commence on February 1, 1956 at 
the rate of $50,000 annually. The serial bonds were due $50,000 annually 
February 1, 1947-1955. 


Required: 
The explanation which you would give B, including a discussion of the 
propriety of the balance sheet presentation. 
Nore To Stupents: Definitions of first mortgage serial and sinking fund 
bonds are not required. 


A SOLUTION 


Explanation of Balance Sheet Presentation of Funded Debt of X Co. Ltd. 
1. The issued funded debt of $1,250,000 was originally made up of $800,000 
of 4% sinking fund bonds and $450,000 of 34% serial bonds. 


2. The serial bonds have been redeemed in full as of January 1, 1956, at 
the rate of $50,000 per annum for the years 1947-1955 inclusive. 





a ae ae 
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3. Over the years the company has apparently been buying up portions of 
the outstanding bonds of both issues and holding them against redemp- 
tion. The balance sheet does not disclose what proportion of each type 
of bond is represented in the amount of $73,003 at January 1, 1955 but 
it may be that the reduction in this amount to $48,015 at January 1, 1956 
has resulted from the cancellation of certain of the 34% serial bonds held 
by the company. Alternatively, some of these bonds may have been re- 
sold by the company between 1955 and 1956. 

4. No balance for a sinking fund reserve has yet been established because 
the provisions of the 4% sinking fund bonds in this respect do not apply 
until February 1, 1956. 

5. The presentation of the re-acquired bonds as current assets is open to 
question because they are apparently being bought and held for longer 
than one year, and may be being held for redemption. Under these 
circumstances the par value of the re-acquired bonds should be deducted 
from the bond liability and any difference between the par value and 
acquisition price should be adjusted to the accumulated profits of the 
company. 


PROBLEM 3 


Final Examination, October 1956 
Auditing II, Question 7 (12 marks) 


A manufacturing company has for several years acquired 60% of its raw 
materials from its own resources and 40% from outside purchases. The cost 
of acquisition from its own resources has averaged $30 per unit and from out- 
side purchases $40 per unit. The company follows the policy of valuing its 
inventory at the lower of cost or market. 


Required: 

For each of the situations outlined below, state whether or not you, as the 
company’s auditor, would approve the valuation of the raw materials inven- 
tory. Give reasons to support your opinions. 

(6 marks) (a) During the year ended December 31, 1954, a portion of the 
company’s assets was destroyed by fire. As a result, it was 
able to acquire only 50% of its raw materials from its own 
resources and obliged to obtain the remaining 50% from out- 
side sources. The officials of the company proposed to 
value its raw material inventory at December 31, 1954 on 
the basis of 60% at $30 and 40% at $40 per unit. 

(6 marks) (b) As at December 31, 1955, the officials of the company pro- 
posed to value 70% of its inventory at $30 per unit and 30% 
at $40 per unit on the theory that such percentages would 
apply in the ensuing year as the result of an increase in the 
company’s resources. 
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A SOLUTION 
Auditor's Opinion on Methods of Valuing Raw Materials Inventory 


(a) The company’s valuation would appear to be quite reasonable in 
this case. The term “market” is generally interpreted as the replacement 
cost of an inventory from the normal source of supply. Here the normal 
source, as established in prior years, was 60% from the company’s own re- 
sources and 40% from outside sources. The fire was an incident of the year, 
and it is appropriate to charge against revenue for the year the additional 
cost of acquiring more raw materials than usual from outside sources. 

(b) The auditor should not approve this method. The accepted method 
of pricing inventory is “cost or market whichever is lower” and this is the 
method the company professes to follow. Cost must be determined in rela- 
tion to assets now on hand and only their cost or market is relevant. To 
use the method proposed would be to describe the inventory by a figure 
which was lower than either cost or market. The fact that the future policy 
of the company in acquiring materials may be different from current policy 
cannot affect the materials currently on hand. 


SOLUTION TO PUZZLE 
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W. G. ROWE 


The B.C. Institute announces with re- 
gret the sudden passing on September 16, 
1957 of one of its most stalwart members, 
William George Rowe, F.C.A. 

Mr. Rowe qualified for membership in 
the B.C. Institute in 1915, and entered the 
service of Peat, Marwick, Mitchell & Co. 
After 18 years in the New York, Los An- 
geles and Vancouver offices of that firm, 
he entered private practice in Vancouver 
in 1933. From 1939 to 1946 he was resi- 
dent partner of Barrow, Wade, Guthrie & 
Co., resuming on the latter date his own 
practice. 


A member of the B.C. Institute’s Coun- 
cil for the 12 terms 1933-42 and 1943-46, 


Mr. Rowe served as president in 1935-36 
and 1939-40. His efforts culminated in 1939 
with the establishment of a locally admin- 
istered lecture program supported by the 
“Queen’s University Course” instruction ma- 
terial. After his retirement from Council, 
Mr. Rowe was elected a Fellow of the B.C. 
Institute. 

In 1938, Mr. Rowe was an active partici- 
pant in the Dominion Association of Chart- 
ered Accountants Winnipeg Conference on 
Standardization of C.A. Examinations which 
resulted in the introduction across Can- 
ada in 1939 of uniform Institute examina- 
tions. A term as president of the C.I.C.A. 
followed in 1940-41. 

To his widow and to his daughter Alice, 
the members of the Institute extend their 
deepest sympathy. 


JOHN HARVEY 

The B.C. Institute office received with 
regret word of the death in England on 
August 4, 1957 of John Harvey, F.C.A., 
of Victoria, B.C. 

Mr. Harvey qualified for membership in 
the Institute of Chartered Accountants of 
Alberta in 1914, and affiliated with the 
B.C. Institute in 1929 while with the Van- 
couver office of Peat, Marwick, Mitchell & 
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Co. In 1932 he was engaged by the Pro- 
vincial Assessors Department in Vancouver, 
and in 1938 he was appointed Deputy 
Comptroller-General of the B.C. Govern- 
ment in Victoria. In 1945, he was ap- 
pointed treasurer of the B.C. Power Com- 
mission. 

Mr. Harvey was elected to the B.C. Insti- 
tute Council in 1934, and remained on 
Council until 1938. In 1953 he was elected 
to Fellowship in the Institute. 

To his widow the members of the Insti- 
tute extend their deepest sympathy. 


WILLIAM SEEDS MARTIN 

A career of 43 years of practice in Van- 
couver was brought to a close on Septem- 
ber 11, 1957 when William Seeds Martin 
passed away after a short illness. 

Mr. Martin qualified for membership in 
the Institute of Chartered Accountants in 
Ireland (Belfast) in May 1902. After emi- 
grating to Canada, he was employed for 
a short time in Winnipeg. He affiliated 
with the B.C, Institute on January 6, 1914, 
and commenced practice with M. J. Crehan 
under the firm name of Crehan, Martin & 
Co. The years 1917 to 1937 were spent in 
sole practice, and in 1938 Mr. Martin en- 
tered partership with N. W. Browning. 

Mr. Martin was pre-deceased by his wife 
in August 1947. 


HENRY KERR REED 


The Alberta Institute announces with 
regret the death of Henry Kerr Reed, 70, 
of Calgary who suffered a heart attack 
while hunting. 

Mr. Reed was born in Cumberland, Eng- 
land, where he obtained his certificate in 
chartered accountancy in 1910. He came 
to Calgary, Alberta in 1911 and practised 
his profession in partnership with William 
McVeigh of Drumheller. The two formed 
the Elgin Coal Co. and later the Murray 
Collieries at East Coulee, Alberta. He af- 
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filiated with the Institutes of British Colum- 
bia and Alberta in 1914. 


Mr. Reed held directorships in the Okalta 
Oil Co., York Oils and Equitable Securi- 
ties. 


The members of tthe Institute extend their 
sincere sympathy to his wife and family. 


J. DENIS MARTIN 


The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death on October 8, 1957 of J. Denis Mar- 
tin 


Born in Lachine and educated at Holy 
Angels School and Loyola College, Mr. 
Martin operated his own insurance broker- 
age firm for many years. He was admitted 
to the Quebec Institute in 1947. 


He was long a prominent citizen of La- 
chine, where he served as alderman from 
1928 to 1934 and also was president of the 
Lachine Chamber of Commerce. He was 
a prominent member of the Knights of 
Columbus. 

To his wife and family, the members of 
the Institute extend their sincere sympathy. 


WILFRED BERMAN 


The Institute of Chartered Accountants 
of Nova Scotia announces with a profound 
sense of loss the death in his 37th year of 
Professor Wilfred Berman. He died of a 
heart attack following a bout of influenza. 


Professor Berman was deeply interested 
in the education of students in accounting 
and commerce. He was Professor of Ac- 
caunting at Dalhousie University, and a 
lecturer in special courses arranged at the 
request of this Institute and the Society of 
Industrial and Cost Accountants. He also 
conducted classes in Investments under the 
auspices of the University and of the Hali- 
fax Junior and Senior Boards of Trade. 
Beyond all formal commitments in educa- 
tion he was an ever-ready and tireless men- 
tor to all students who sought his guid- 
ance. His influence on the younger mem- 
bers of the profession will be long felt in 

Professor Berman served in World War 
II with the Royal Canadian Navy, and af- 
ter the war obtained his Commerce de- 


gree at McGill. He joined the teaching 
staff of Dalhousie in 1949 and completed 
his qualification for his C.A. degree in 
1951. He became Associate Professor in 
Accounting in 1952 and Full Professor in 
1956. Professor Berman served as a mem- 
ber of the Royal Commission on Automobile 
Insurance and was president of the Com- 
munity Council of Halifax. 

The members of this Institute extend 
their deepest sympathy to his widow. 


FRANK PERCY GIBBS 


The Institute of Chartered Accountants of 
Ontario announces with regret the death of 
F. P. Gibbs on November 5, 1957. Mr. 
Gibbs was born in Bristol, England in 
1879. After several years in New York he 
came to Canada in 1908 as an accountant 
with Burroughs, Wellcome and Company. 
In 1910 he became secretary and director 
of H. Corby Distillery Company, Ltd. and 
in 1913 joined the staff of Price, Water- 
house & Co. In 1918 he became a mem- 
ber of the Ontario Institute by examination. 
After several years as an executive of the 
McLagan Furniture Company Ltd. he es- 
tablished his own practice in Stratford. 

Mr. Gibbs was active in the community 
as a Rotarian and as a Mason. To his wife 
and family the members of the Institute ex- 
tend their sincere sympathy. 


GEORGE STEPHENS 


The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death on November 1, 1957 of George 
Stephens. 


Born in 1893, Mr. Stephens came to Can- 
ada in 1911 and served for four years in 
the first World War. In 1925 he became 
a member of the Institute of Chartered Ac- 
countants of Quebec and at that time was 
with the firm of Creak, Cushing & Hodg- 
son. In 1942 he joined Defense Industries 
Ltd., and in December of that year he 
went into practice for himself, He con- 
tinued practising until the time of his 
death. 


To his wife and family, the members of 
the Institute and Council extend their sin- 
cere sympathy. 











Alberta 

Christenson, Morrison & Co., Chartered 
Accountants, Edmonton, Calgary and Van- 
couver announce the admission to partner- 
ship of David M. Barnes, C.A., Robert H. 
LeMasurier, C.A. and John T. Nelson, C.A. 


British Columbia 

Affleck & Wolf, Chartered Accountants, 
announce the opening of an office for the 
practice of their profession at Rm. 1, 
Totem Store Bldg., Trans-Canada Highway, 
P.O. Box 435, Langley. 


Manitoba 

S. M. Milne & Co., Chartered Account- 
ants, announce the removal of their offices 
to Ste. 313, Confederation Bldg., 457 Main 
St., Winnipeg 2. 

Robert C. Dunbar, C.A. has been ap- 
pointed director of business management 
and dealer enterprise for the Chrysler Corp- 
oration of Canada Limited. 


New Brunswick 

Reevey, Blackmore, Burnham, Laws & 
Page, Chartered Accountants, Woodstock, 
announce the admission to partnership of 
Glenford G. Girdwood, C.A. 


Ontario 

Donald G. Campbell, C.A. has been ap- 
pointed comptroller of Maclean-Hunter 
Publishing Co., Toronto. 

Horace G. Lewis & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 96 Bloor St. W., Toronto. 

Saul S. Fox, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession on Alberta Rd., Elliot Lake. 
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Perlmutter, Orenstein, Giddens, Newman 
& Co., Chartered Accountants, announce the 
removal of their offices to 121 Richmond 
St. W., Toronto. 


Eric Greenwood, C.A. has been appointed 
special assistant to the comptroller of S. W. 
Caldwell Ltd., Toronto. 


Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, and Wm. C. Ben- 
son & Co., Chartered Accountants, an- 
nounce the merger of their practices. The 
combined practices will be carried on at 
200 Queens Ave., London, with G. W. Ben- 
son, F.C.A. and G. A. MacDougall, F.C.A. 
as resident partners. 

Harold S. Sigurdson, C.A. has been elect- 
ed president of the Lakehead Estate Plan- 
ning Council formed at Port Arthur. 


Donald S. Cowan, C.A. announces the 
opening of an office for the practice of his 
profession at 225 Richmond St. W., Toronto 
9° 


= 


Jay S. Cameron, C.A. has been appointed 
comptroller of Massey-Harris-Ferguson Ltd., 
Toronto. 


Charles S. Philips, C.A. announces the re- 
moval of his office to Ste. 624, 17 Queen St. 
E., Toronto. 


J. Bowman Boyter, CA. announces the 
admission to partnership of Douglas B. 
Morphy, B.Com., C.A. Henceforth the 
practice will be carried on under the firm 
name of J. Bowman Boyter & Morphy, 
Chartered Accountants, with offices at 71 
Dundas St. W., Trenton. The firm will be 
associated with Boyter & Adams, Chartered 
Accountants, 2281 Yonge St., Toronto. 
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Quebec 

Zittrer, Siblin & Co., Chartered Account- 
ants, announce the removal of their offices 
to Ste. 542, 5757 Decelles Ave., Montreal. 

J. Belanger, C.A. has been appointed 
comptroller of Savings & Investment Corp., 
Quebec. 

Maheu, Noel & Co., Chartered Account- 
ants, announce the admission to partner- 
ship of A. R. Faggiolo, C.A., and M. 
Hurtubise, C.A. Practice of the profession 
will be carried on under the firm name of 


Maheu, Noel & Co., Chartered Account- 
ants, with offices at 276 St. James St. W., 
Montreal. 

George C. Morrison, C.A. has been ap- 
pointed secretary-treasurer of Liquid Car- 
bonic Canadian Corp. Ltd., Montreal. 


Saskatchewan 

Ian Forbes, C.A., immediate past presi- 
dent of the Saskatchewan Institute, has 
been elected an alderman for the City of 


Regina. 


INSTITUTE NOTES 


NEWS FROM THE C.I.C.A. 

Practising firms are reminded of the op- 
portunity extended to them by mail a few 
weeks ago to be entered on a permanent 
mailing list for receiving all publications 
put out by the Canadian Institute of Chart- 
ered Accountants, commencing January 1, 
1958. Firms that sign up to go on this 
list will be spared the bother of filling out 
order forms for the publications as they 
are issued. In addition they will be sure 
of getting their copies immediately after 
release. If a firm has several partmers and 
thinks it might require varied quantities for 
different publications, it can arrange to re- 
ceive one copy only, addressed to the re- 
sponsible partner who will then be in a 
position to decide quickly about ordering 
additional copies. 

Forms for being entered on the perma- 
nent mailing list, together with an explana- 
tory letter, were mailed to all firms in No- 
vember. If any firm has not seen this form, 
the C.I.C.A. will be glad to send one out on 
request. ‘ 


B.C. INSTITUTE 


Convocation: Convocation for the admission 
to membership of candidates from the 1957 
examinations will be held Saturday, Janu- 
ary 18, 1957, at 8:15 p.m. in the Vancou- 
ver Art Gallery. An invitation has been 
extended to the Honourable Robert Bonner, 


Q.C., Attorney-General for the Province of 
British Columbia, to address the gathering. 


November technical sessions: A stimulating 
panel on estate planning formed the major 
item on a morning’s schedule of technical 
sessions held November 29, 1957 in the 
Hotel Vancouver. The principal speaker 
on the panel, the young Vancouver solici- 
tor D. H. Bell-Irving, was assisted by P. R. 
Brissenden, Q.C., and G. W. J. Carter, C.A., 
during the brisk question period. 


Members of the B.C. Institute’s Technical 
and Research Committee, F. D. M. Wil- 
liams, A. Beedle, A. M. Reid, H. Tate and 
G. Woods, led group discussions on 
C.I.C.A. Bulletin No. 14 (Standards of 
Disclosure in Financial Statements). The 
consensus appeared to be that there was 
considerable accord with the recommenda- 
tions set out in the bulletin, but that the 
recommendations were not far reaching 
enough to effect the desired influence on 
trends toward higher standards in statement 
presentation. The hope was expressed that 
the C.I.C.A. committee might follow up 
Bulletin No. 14 with a bulletin dealing with 
optimum rather than minimum standards 
of disclosure in financial statements. 


Seventh annual dinner dance: The talents 
of singer Eleanor Collins, impersonator Bill 
David, and yo-yo specialist Harvey Low, 
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LIST OF PUBLICATIONS 


Books and Brochures 
Financial Reporting in Canada, 1957 
(members) $4.00; (others) $5.00 
Accounting Terminology 
(members) 2.00; (others) 
Integrated and Electronic Data Processing 
| in Canada 
| Accounting for the Forest Product Industries 
Grain Accounting in Canada e 
} Municipal Finance in Canada 
' Auditing Procedures, by Dell & Wilson 
Should Small Business Incorporate? . 
Directory of Canadian Chartered Accountants 
(members) $3.00; (others ) 
Chartered Accountant Examinations in Canada— 
a guide for students 


2.50 
1.75 
1.75 
1.25 
1.25 
1.25 

25 
6.00 

50 


Examination Questions and Solutions 
Questions — 1950, 1952, 1953, 1954, 1955, 

1956, 1957 intermediate and final 50 each 
Solutions — 1954, 1955 .50 each 


Accounting and Auditing Research Bulletins 

Bulletin No. 2, and Nos. 4 to 14 inclusive .25 each 
(available in English and French) 

Binding Folder for bulletins .25 each 


Order these publications (postage prepaid) from 


he Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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the music of Brick Henderson’s orchestra, 
and the spaciousness of the Hotel Vancou- 
ver ballroom floor, combined to make the 
evening of November 29, 1957 one of the 
“dancingest nights of the year”. 

Council President Peter Stanley and Mrs. 
Stanley were hosts to Mr. & Mrs. Frank 
McMenamin of Portland, Oregon, and to 
Mr. & Mrs. J. S. Clinch, Mr. & Mrs. Ferns 
Cassidy, Mr. & Mrs. P. R. Brissenden, and 
Mr. D. H. Bell-Irving of Vancouver. 


Annual Students Ball: The annual students 
ball was held Saturday, November 23, 1957, 
in the ballroom of the Hotel Georgia, Van- 
couver. 


MANITOBA INSTITUTE 

On Monday, November 18, at the Pad- 
dock, Winnipeg, members of the Manitoba 
Institute enjoyed an informal luncheon 
meeting. The speaker was Rex E. Grose, 
Manitoba’s Deputy Minister of Industry and 
Commerce. 

The Institute’s annual bonspiel was held 
on December 3 at the Granite Rink, Win- 
nipeg. 

SASKATOON C.A. ASSOCIATION 

The members of the Saskatoon Chartered 
Accountants Association, their ladies and 
out-of-town guests, were entertained at a 
banquet and dance held recently in the 


mete 





. A group of Sas 


Bamboo Gardens. Local members who 
were in charge of the CICA convention 
held in Saskatoon in August of this year 
were hosts at the gala affair. Final reports 
and statements on the national conference 
were presented by the committee chairman. 
A presentation was made to George Pat- 
rick, FCA, co-chairman of the CICA con- 
vention, in appreciation for his outstand- 
ing work in making the national con- 
vention such a great success. Presentations 
were also made to Mrs. George Patrick and 
Mrs. S. O. McMillan, chairman of women’s 
arrangements at the convention. Mr. Doug 
Hamilton, president of the Saskatoon C.A. 
Club, expressed tthe appreciation and thanks 
of the members of the club to Mr. Patrick 
and members of his committee for a job 
well done. Out of town C.A.’s attending 
included Mr. Givens Smith, of Regina, im- 
mediate past president of the Canadian In- 
stitute of Chartered Accountants, and Mrs. 
Smith, Mr. and Mrs. Ed Gerry and Mr. and 
Mrs. Bill Cook of Prince Albert. 


OTTAWA C.A. CLUB 
As part of an “Executive Refresher 
Course”, sponsored by the Rotary Club of 
Ottawa, a public meeting on “The Funda- 
mentals of Accounting and Taxes” was held 
on November 4, 1957. The Chartered Ac- 
countants’ Club of Ottawa assumed respon- 
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sibility for this meeting, which was attended 
by approximately 400 persons, and a panel 
of C.A.’s spoke on accounting as an aid to 
management, the services a chartered ac- 
countant can render his client, federal sales 
tax, and business decisions and the income 
tax return. 

The first luncheon of the 1957-58 sea- 
son was held on November 14, 1957. Dr. 
H. Preston-Thomas of the National Re- 
search Council spoke to a large audience on 
the subject of “Satellites”. 


C.A. CLUB, WATERLOO-WELLINGTON 


The C.A.’s enjoyed a bonspiel and held 
an organizational dinner meeting at the 
Granite Club in Kitchener on November 28 
to form a new C.A. Club. The meeting de- 
cided to organize the new club for C.A.’s 
in the counties of Waterloo and Wellington 
as well as for those in adjacent areas in 
which there is no club. The following were 
elected as directors: D. B. Davis, C. H. 
Spry, J. I. Battler, D. J. Matthews, J. Fla- 
velle, R. H. Fickes, H. R. Cormick, C. L. 
Luce and W. T. Mead. J. G. Brown, a 
member of the Institute council, was elected 
honorary president. 


HAMILTON C.A. ASSOCIATION 


On November 20 the Hamilton and Dis- 
trict Chartered Accountants Association in 
a joint meeting with the Hamilton Lawyer's 
Club heard H. Heward Stikeman, Q.C. 
speak on “The Income Tax Appeal Board 
after Ten Years”. 

On November 29 the association’s annual 
supper dance was held at the Hamilton 
Golf and Country Club. 


ONTARIO STUDENTS 


Winter Meetings: 100 enthusiasts attended 
the November 27 meeting of the Ontario 
Students Association in the lecture hall of 
the C.A. Building. They heard an ab- 
sorbing talk by Prof. R. M. Farquhar of the 
University of Toronto on the niceties of 
space travel, with “true-life” recordings of 
Sputnik beeps and demonstrations of other 
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scientific wonders! Adult refreshments and 
a social period followed the meeting. 


Fall Dance: 225 couples were at the Palace 
Pier, December 5, for the annual dance. 
Benny Lewis provided the music and inter- 
mission entertainment featured Ron Collier 
and his jazz group, of Stratford Festival 
fame. Honoured guests included the presi- 
dent of the Institute, Mr. W. I. Hethering- 
ton, and Mrs. Hetherington, and the lead- 
ers of the pre-exam study groups. 


Upcoming: The Toronto group will hold 
its next meeting in early January; outstand- 
ing fare again — details by mail. 

Tours of Ford Motor Co. at Oakville 
and of the new Molson’s plant in Toronto 
are planned for this season and details will 
be announced as soon as they are settled. 


WINDSOR STUDENTS 
The Windsor and District Branch Chart- 
ered Accountants Students Association of 
Ontario held their second annual Account- 
ants Ball on November 29 at the Lakewood 
Golf Club. Patrons for the event included 
Dr. Gilbert R. Horne, head of the Business 
Administration Department of Assumption 
University, and Mrs. Horne; and members 
of the executive of the Windsor Chartered 

Accountants Club and their ladies. 


QUEBEC STUDENTS 


On December 5 the Quebec Students’ 
Society sponsored a meeting in the Insti- 
tute assembly hall to give newly registered 
students basic information about the pro- 
fession and their role in it. The meeting 
opened with English students present and 
several addresses in English. Then the 
French students arrived, and all were taken 
on a tour of the building and shown the 
film, “Accountancy — the Language of 
Business”. Following this, the English stu- 
dents left, the French students remaining 
to hear addresses in French. 

Speakers were G. P. Keeping, K. C. 
Fincham, C. D. Mellor, Morton Hersch 
(Chairman), J. J. St. Pierre, and André 
Coté. The meeting was organized by a 
committee headed by Peter Beckett. 





CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 


POSITION WANTED: Chartered Account- 
ant, ten years’ varied public accounting 
and industrial experience, including ma- 
chine accounting and management controls, 
desires position offering greater scope for 
responsibility and advancement, preferably 
as comptroller in industrial organization. 
Box 734. 


POSITION WANTED: Chartered account- 
ant, age 32, presently employed in Western 
Canada, desires position with accounting 
firm in Toronto. Will also consider part- 
nership arrangement or agreement for suc- 





cession. Available February 1958. Box 
729. 
ACCOUNTS ASSISTANT: Lady with 


special aptitude for figures, good knowl- 
edge of accountancy and statistics, staff 
payrolls, shorthand, typewriting, seeks in- 
teresting and progressive post. Write Box 
728. 


POSITION WANTED: Chartered account- 
ant, age 28, two years auditing and two 
years banking experience, seeks position 
with small or big firm of chartered account- 
ants, Montreal area. Box 737. 


OLD ESTABLISHED AND EXPANDING 
Toronto firm of chartered accountants with 
branch offices offers an interesting position 
in a diversified practice leading directly 
to a partnership interest to a qualified man 
age 30-35 who has at least five years broad 
Canadian experience with some specializa- 
tion and who possesses: the requisite quali- 
ties for success in professional practice, OR 
will consider merger with smaller Toronto 
firm of younger men of similar calibre. 
This is a challenging opportunity with an 
excellent potential for men of superior ca- 
pacity. All replies in strictest confidence. 
Box 730. 
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PRACTICE WANTED: Chartered account- 
ant wishes to purchase an accounting prac- 
tice in Vancouver. Partnership or agree- 
ment for succession considered. Box 732. 





WILL PURCHASE PRACTICE: Estab- 
lished firm of chartered accountants wishes 
to purchase a practice in Edmonton or con- 


solidate with present practitioner. Replies 
confidential. Box 733. 
PRACTICE WANTED: Toronto. C.A. 


wishes to purchase practice, or individual 
accounts in metropolitan Toronto area. 
Box 731. 


ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 706. 


FRENCH C.A. (fluently bilingual) sole 
practitioner, with small practice, wishes to 
associate with medium-size Montreal C.A. 
firm. Box 735. 


A MAJOR CANADIAN industrial concern 
with plants throughout Eastern Canada re- 
quires two chartered accountants for its 
Head Office staff in Montreal to fill vacan- 
cies arising from promotion of present staff. 
The positions are suited to young C.A. 
graduates who have had a thorough profes- 
sional training. Subsequent industrial ex- 
perience would be helpful but is not an es- 
sential requirement. In the initial period, 
duties will include internal auditing, review 
of accounting controls, and special projects 
under the direction of the treasurer's de- 
partment. Normal practice has been for 
occupants of these positions who demon- 
strate ability and maturity to be considered 
for promotion to positions in the company’s 
operating divisions or to the company’s 
Head Office financial accounting staff. Ap- 
ply in confidence to Box 736. 
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WANTED: Junior, intermediate and senior 
students. Write stating salary required 
and previous experience. Stanley R. Brun- 
ton & Company, 101 Durham St. S., Sud- 
bury, Ontario. 


CHARTERED ACCOUNTANT wanted as 
assistant or associate professor of account- 
ing depending on qualifications. Depart- 
ment of Commerce, Dalhousie University, 
Halifax, N.S. 


LATIN AMERICA: Career Opportunities 
for Experienced Accountants in Venezuela 
and certain other Latin American countries. 
International public accounting firm seeks 
capable candidates, single or married, with 
a minimum of three years public account- 
ing experience. Contracts are generally 
for two or three years and are renewable 
by mutual agreement. Attractive com- 
pensation combined with opportunity for 
advancement. Knowledge of Spanish de- 
sirable but not essential. 


Please submit complete summary of your 








qualifications and experience to Box 738. 






Bank 
Confirmation 


Forms 
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TITE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 





CHARTERED ACCOUNTANT practising 
alone with large office at 100 Adelaide St. 
West, Toronto, wishes to share office, facili- 
ties and secretary with other chartered ac- 
countants. Box 723. 


REQUIRED 


FINANCIAL COMPTROLLER: Rapidly 
growing municipality in Northern Ontario 
(expected population 30,000) requires the 
services of a chartered accountant or certi- 
fied public accountant to serve as financial 
comptroller. 

This position offers the right person an 
unusual opportunity in a planned munici- 
pality. Municipal experience preferred. 

Apply giving full details as to age, ex- 
perience and personal data. Salary com- 
mensurate with experience. Housing avail- 
able. 

Applications invited in confidence to P. 
L. Brown, Secretary-Treasurer, Improve- 


ment District Elliot Lake, P.O. Box 9, 
Elliot Lake, Ontario. 









run 


Per 100 additional, 
ordered at same time $3.50 


Postage or Express Collect 
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BARRISTERS AND SOLICITORS | 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors | 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 





ROSS & ROBINSON 


Barristers and Solicitors 


~ Canadian Bank of Commerce Chambers - Hamilton, Ont. 








BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West’ - - - - - Toronto 1, Ont. 


McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street’ - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 
Royal Bank Building - -  Mentreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building : Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street’ - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building -  - Montreal 1, Que. 
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MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


1855 Rose Street - - - Regina, Sask. 


LIFE INSURANCE 


MORT. L. LEVY, C.L.U. 
Life Insurance Counsellor 


THE IMPERIAL LIFE ASSURANCE COMPANY OF CANADA, 320 Bay Street, Toronto 


NORMAN COWAN, C.L.U. 


Estate Planning Taxation Specialist Pension Consultant 
Business and Personal Life Insurance 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


+ 


APPRAISER 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 
347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Com., M.A.I. G. I. M. Youne, B.Sc., A.R.I.C.S. 











S pectalizin gm 


Professional 
Group 


Continental | Accident and 


Casualty | Sickness 
Company | INSURANCE 


Canadian General Manager 58 Years of successful under:vriting 
Ross D. Hers Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 


your Investment Program. 


Burns Bros. & Denton 


Limited 


Members: The Investment Dealers’ Association of Canada 
TORONTO « OTTAWA e- HAMILTON e- WINNIPEG « MONTREAL 





Copical 


TAX 


REPORTS 


To the prac- 


tising accountant 

who must have 

up-to-date 

authoritative tax information at his nd opto 

fingertips, CCH Canadian time-saving fap!’ rene sme 
loose-leaf Reports are indispensable. WEWSPAPER DELIVERY “Neneere, ot 
Continuous reporting — indexed in Q 


detail and ready for insertion in easy- 
to-use binders. 


Write or telephone, and we shall be 
pleased to arrange for you to receive 
a demonstration of the practical 
applications of our loose-leaf 

Reporters. 


C.C.H, CANADIAN, LIMITED 


a eeeneennreennetenengncenessgee 
PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 411 Transportation Bldg. 
TORONTO 10, ONT. MONTREAL 1, QUE. 








